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Preface 


This volume consists of papers which grew out of research 
projects supported in part or whole by the Inter-University Committee 
for Economic Research on the South. The Committee was estab- 
lished in 1958 and now consists of: James Buchanan, University of 
Virginia; Alan Cartter, American Council on Education; Frank de 
Vyver, Duke University; Melvin Greenhut, Florida State University; 
Maurice Lee, The University of North Carolina at Chapel Hill; John 
‘McFerrin, University of Florida; James McKie, Vanderbilt University; 
Howard Schaller, Indiana University; Ermst Swanson, North Carolina 
State of The University of North Carolina at Raleigh; and W. Tate 
Whitman, Emory University. During a considerable part of its exist- 
ence, the Committee included B. U. Ratchford and William Nicholls 
as members. 

The Committee received a Ford Foundation grant in 1958 for 
the purpose of encouraging research on Southern economic develop- 
ment. Under this grant, it sponsored several conferences in the past 
and is planning two during the year 1964. In addition, the Committee 
has provided funds to various professors throughout the nation to 
assist them in research projects concerned with the Southern economy. 
Several studies supported by grants from the Committee have re- 
sulted in articles published in professional journals and in books. 

The present collection of essays comprises papers which the editors 
of this book believe are representative as well as of great value to 
scholars interested in a region’s economic development. Materials 
published elsewhere as a separate volume, and most papers published 
in journals before the beginning of the editorial processing of this 
book, were automatically excluded from consideration. Still other 
papers proposed for consideration are not included here because of 
either their high specialization and/or a subject matter content which 
falls outside the basic interest areas of most economists. 
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It is because the papers included in this collection actually are not 
part of any basic plan of study on Southern economic development, 
but rather are essentially the outgrowth of the individual interests of 
their authors, that a classification of them or an impelling division of 
the book has been veritably impossible. What has been done in this 
respect is simply to group together papers which used common 
methods of analysis or were concerned with somewhat related themes. 
This grouping was done in the belief that some division, even though 
rough, would aid readers in finding material of special interest. Be- 
cause no clear-cut division of subject matter or methodology exists, 
we have not titled the different parts of the book. In partial substitu- 
tion, we have presented brief introductions to the papers in each part 
of the book. Readers who wish to know in advance the main objectives 
and findings of a paper may thereby gain a bird’s-eye view. For rea- 
sons related to the general background of the book, we encouraged 
each writer to use whatever style he most preferred rather than to 
follow a designated format. Manifestly, the present volume is simply a 
collection of diverse essays, each concerned with some phase of the 
economic development of the South. 


December 20, 1963 The Editors 
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Essays in Southern Economic Development 


PART ONE 


Introductory Summary 


The initial paper, by Clarence H. Danhof, surveys the litera- 
ture which deals with the broad problem posed by the South’s seem- 
ingly bounteous resources and the less than satisfactory results the 
region derives from their use. His survey reveals four views of “basic 
approaches to a more satisfactory economic order” for the South. One 
view “looked backward to an organization reaflirming traditional 
values; another concentrated on incremental improvements in the posi- 
tion of the farmers.” A third view, not inconsistent with the first 
two, was that “disaffected Southerners should migrate out of the 
region.” The fourth “looked towards industrial development within 
the region as a solution to its problems.” 

The fourth position, Danhof feels, was the most significant, and 
provided the most extensive analysis and prescription. Therefore, the 
bulk of his article is concerned with the problem of industrial develop- 
ment—causes for the lack of it and programs for its achievement. 

Danhof notes that in much of the literature prior to the end of 
World War II a “conspiracy thesis” was accepted as the explanation 
of the South’s economic problems. Although he finds no direct critique 
of the thesis, he summarizes the analyses and evaluations which ap- 
peared following World War II of cach of the major specific charges— 
tariffs, railroad rates, monopoly, and absentee ownership. The author 
concludes that: “the colonial-imperialistic thesis of conspiracy must 
be considered an unfortunate episode—a resurgence of a crude sec- 
tionalism—that diverted the attention of some of the South’s ablest 
men from constructive approaches to the region’s problems.” 
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The final portion of the paper is devoted to the economic situation 
and writings of the post-World War II period. Danhof views the 
study by Calvin B. Hoover and B. U. Ratchford entitled Economic 
Resources and Policies of the South (1951), which took the funda- 
mental position “that Southern economic growth was dependent upon 
a national economy operating at high levels of unemployment,” as a 
major “turning point in the analysis of Southern economic problems.” 
The thorough survey of the literature of this period bears him out. 

The next article in Part One is by C. Addison Hickman; it deals 
with the exercise of the entrepreneurial function in the South. This 
paper is divided into two sections: the first is “concerned with estab- 
lishing an approach to the functions of entrepreneurship,” and the 
second “attempts to utilize the approaches developed . . . toward gain- 
ing greater understanding of the entrepreneurial function in the 
South.” 

The first section sketches the traditional concept of the entrepre- 
neurial function. Here the author describes some contemporary con- 
cepts which attempt to redefine the entrepreneurial function in the 
light of present-day business organization structures, and the eco- 
nomic, political, and social environment within which the firm oper- 
ates. He examines aspects of the internal and external environment 
of the firm, in particular those which assume relevance in terms of 
the redefined entrepreneurial function. The reader will find in this 
part of the paper the venturer or leader, the therapist, balance whecl, 
or unifier, and the all-purpose entrepreneur. 

The second section, dealing specifically with the entrepreneurial 
function in the South, seeks to shed light “upon how that function, as 
it exists in the South, compares in character and in quantitative terms 
to the function in the United States as a whole.” The analysis proceeds 
through an investigation of the internal and external environments 
and their implications for entrepreneurship in the South. Finally, 
reference is made to forces that may bring the South, and perhaps 
Southern entrepreneurship, into closer conformity with the remaindcr 
of the country. 

Following the paper on general aspects of entrepreneurship in the 
South, James Hund and Harding Young present the results of their 
study on “Negro Entrepreneurship in Southern Economic Devclop- 
ment.” Through investigation of the background, development, and 
present status of Negro entrepreneurship in the South, they attempt 
to answer such questions as: Will the southern Negro be ready to move 
into the mainstream of the region’s economic life when the opportuni- 
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ty appears? If he is, what form will the participation take—expansion 
of Negro business parallel with white or an amalgam of business 
efforts without regard to racial identity? Emphasis is placed on cul- 
ture, social mores, and other factors found to affect the growth of 
Negro entrepreneurship. 

The study provides a review of the existing relevant literature 
and information obtained from interviews with Negro businessmen 
representing a cross-section of types of business enterprises in selected 
Southern cities. The findings cover past and current barriers to the 
development and growth of Negro business, and include examples of 
sizable and important units owned and operated by Negroes, and 
the origins of these units. Most Negro entrepreneurs in the South 
have had advanced education. Some have been educators. A good 
many have obtained business experience in rather unusual ways. 
Motivation has often been the “uplift” of the race rather than profits, 
though the latter have been necessary to the former. Much business 
opportunity for Negroes has, as we know, sprung from the practices 
of segregation which provided an isolated market. Integration is 
seen by most of those interviewed, however, as more an opportunity 
than a threat to business success. (Incidentally, operators of small 
retail stores and service establishments were not interviewed. ) 

Young and Hund conclude that although Negro-owned and -oper- 
ated enterprises will continue to exist, the long-range future of Negro 
business does not lie in this direction, but in integration of the work 
forces in both white and Negro enterprises. This is beginning to occur, 
even in the South. When the pattern develops more fully, the authors 
feel that the future of potential Negro entrepreneurs possessing a 
solid background of education and experience stemming from a grad- 
ual elimination of discrimination will be bright. The current contri- 


bution of Negro entrepreneurs is found to be in “the constant modifi- 
cation of structures, situations, or ideas in a continuing process of 
interaction.” 

The last paper included in Part One is by George Macesich. In 
it, the hypothesis is made and tested that Southern bankers have a 
higher “liquidity preference” than do bankers elsewhere in the country 
and hence are not helping to foster the industrial development of the 
South as much as they could. Macesich’s findings fail to confirm this 
hypothesis. He suggests, accordingly, the following implications for 
Southern development: 


(1) 


(2) 


(3) 
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Member banks of the Fifth and Sixth Federal Reserve Dis- 
tricts do not appear to be derelict in performing their principal 
function of lending money to business. In fact, their perform- 
ance appears to be better than that of member banks in many 
other districts in the country. 

Member banks are not serving in the first instance as a vehicle 
for the transfer of resources out of the region, which conclusion 
he derives from the comparatively smaller proportion of their 
assets held in U.S. Government Securities. Masesich observes 
that loans may also be made on a national market and, when 
they are, no difference exists between the drainage effects on 
loans and those on investments in governments. He points 
out, however, that the majority of business loans, on balance, 
are made in local markets. 

Southern bankers appear to be less “conservative” in their 
financial outlook than their counterparts elsewhere. 


We might summarize Macesich’s findings by noting that Southern 
bankers may, in fact, be more active in promoting this region’s eco- 
nomic development than is generally true of banking elsewhere in the 
United States. 


Four Decades of Thought on the 
South’s Economic Problems* 


Clarence H. Danhof 


Southerners have perennially been impressed by the resources 
of their region and frustrated by the results that have followed from 
their use. The broad problem so posed has generated a literature 
which, both in size and in diversity of view as to objectives, diagnoses, 
and prognoses, exceeds that of any other region of the United States. 
The sheer mass of this literature as well as its diversity reflect a 
broad participation in a debate that began a century and a quarter 
ago. The participants have included journalists; men of public affairs; 
and academicians, particularly sociologists, historians, literati, and, in- 
creasingly in the last two decades, economists. In the years since 
1920, the period of interest here, the large majority have been South- 
erners, though numerous non-Southerners have also contributed their 
observations. Though many Southerners have claimed to speak for the 
South, or sought to do so by offering their ideas as rallying points, 
no single spokesman has articulated a position that can be accepted 
as Southern doctrine on its special economic problems.1_ Many value 
positions, analyses, and policy proposals have been rejected as untrue, 
unworkable, or undesirable, though elements of such ideas frequently 

* This study has been completed while the author was serving as a member 
of the Senior Staff, The Brookings Institution. The views expressed in this study 
are those of the author and do not purport to represent the views of the other staff 
members, officers, or trustees of the Brookings Institution. The author is indebted 
to Stephen L. McDonald for his comments made when an earlier draft of this 
study was prepared for the Second Annual Conference of the Inter-University 
Committee for Economic Research on the South. 

1, That very great diversity exists also in Southern politics is pointed out in V. 


O. Key’s classic study, Southern Politics in State and Nation (New York, 1949), 
esp. p. 504. 
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are to be found in the more recent literature as part of an unconscious 
intellectual heritage. Widely accepted objectives and related policies 
have, however, emerged from the slow and laborious process of pub- 
lic discussion. This body of thought constitutes the current generally 
accepted position, recognizes the areas sensitive to action, and identi- 
fies unresolved problems of Southern economic change. 

This literature has arisen in response to the need for interpreting 
the significance to the South of the vigorous growth of the North’s 
economy. Before 1840, the two regions were not markedly dissimilar 
in productivity per worker or in the nature of productive activity.? 
Thereafter, the growth of non-agricultural economic pursuits in the 
North was so rapid that active concern developed in the 1850's in 
the South over the region’s changing relationships to the national 
economy. Though Southern per capita incomes in 1860 compared 
favorably with incomes in the North, the distinguished Southern 
editor, J. B. D. De Bow, foresaw the increasing divergence and urged 
Southerners to follow the methods of the North, particularly of Massa- 
chusetts, if the South wished to have power and wealth.? Numerous 
conventions were called to consider the issue but no program resulted; 
the small commercial classes of the South could not arouse in the 
dominant planter groups an interest in exploring the possibilities of 
manufacturing. De Bow nevertheless inaugurated a concern with the 
South’s economy and its economic policies that has continued to the 
present time. 

The Civil War interrupted the debate. A substantial manufactur- 
ing effort was stimulated by the war but was not maintained. Instead, 
the war provided a facile explanation for the deficiencies. of the 
Southern economy, an apologia that persisted for more than three- 
quarters of a century with little support from objective analysis.* 

2. Richard A. Easterlin, “Interregional Differences in Per Capita Income, Pop- 
ulation and Total Income 1840-1950,” Trends in The American Economy in the 
Nineteenth Century, National Bureau of Economic Research (Princeton, 1960), 
Pe Gil in Joseph Dorfman, The Economic Mind in American Civilization 
1606-1865 (New York, 1946), II, 906, 947. De Bow’s review also published 
numerous apologia for an agrarian anti-industrial society. 

4. Uncritical views of the causal relationship between the Civil War, par- 
ticularly the destruction of capital involved, and the South’s subsequent economic 
lag are nearly universal in the literature. A straightforward statement of the 
common view is James L. Sellers’ “Economic Incidence of the Civil War in the 
South,” Mississippi Valley Historical Review, XIV (1927-28), 178-91. For 
critical comment on this thesis see Ralph Andreano (ed.), The Economic Impact 


of the American Civil War (Cambridge, 1962), particularly the editor’s introduc- 
tion; Joe A. Martin, “Some Myths of Southern Economic Growth: A Study of 
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In the years immediately following the war, Southerners were pre- 
occupied with re-establishing the institutional basis of their society, 
particularly that of their agricultural economy. They succeeded with 
remarkable rapidity; the South’s income from its staple crops reached 
a new peak in 1870, and production in physical terms reached new 
highs soon after. The bright prospects were diminished by the eco- 
nomically depressed years after 1870, but the postwar commitment 
to agricultural staples for international as well as national markets 
was too complete. Like other economic setbacks, the depressed cotton 
markets of the 1870's failed to stimulate any broad interest in change; 
in the opinion of most, cotton and tobacco remained the fundamental 
source of Southern wealth. 

From 1880 to 1920, Southern per capita incomes changed little, 
whereas incomes rose steadily in the North as urban-based industry 
increasingly became dominant.’ In the South, some manufacturing 
appeared, particularly in the textile and tobacco industries. The in- 
dustrialization experienced by the South during the half-century 
prior to 1920 was the product of a group of Southern advocates of 
a New South pursuing a policy of aggressive imitation of the North- 
em system and welcoming Northern assistance and participation.® 
Though modestly successful, the advocates of this New South were 
of limited influence. The movement during these years was not of 
a magnitude capable of providing employment for those who might 
wish to escape the low returns of staple agriculture. 

The last years of World War I were a brief period of considerable 
prosperity. “To simple men, glorying in good crops, the old way of 
life was restored.”? But instead of establishing a trend, world markets 
for the South’s staples collapsed after the war, and the South entered 
upon a depression while the rest of the nation moved forward. The 
deeper significance of the South’s agricultural depression was not 
immediately apparent. Southern spokesmen were slow to understand 
its significance while “Southern farmers had never come to under- 


Comparative Growth Rates in the Manufacturing Economy of the Eleven South- 
Eastern States,” Journal of Farm Economics, XXXVIII (1956), 1363-74. 

5. Contemporary awareness of these trends was based on general impressions 
rather than on quantitative data. Quantitative measures have become available 
with the publication of Everett S. Lee, Ann R. Miller, Carol Brainderd and Richard 
A. Easterlin, Population Redistribution and Economic Growth, United States, 
1870-1950, ed. Simon S. Kuznets and Dorothy S. Thomas (Philadelphia, 1957), 
I, 703 ff. 

6. Francis B. Simkins, The South, Old and New; a History, 1820-1947 (New 
York, 1947), pp. 243 ff. 

7. Thomas D. Clark, The Emerging South (New York, 1961), p. 12. 
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stand the meaning of statistics as applied to their future.”® It slowly 
became apparent that the end of an era had arrived. With that 
realization, what had been a desultory debate was transformed into 
a vigorous and wide-ranging search for solutions to the South’s eco- 
nomic problems. 

Prior to 1920, Southerners, with few important exceptions, acted 
as if they believed themselves to be free to determine the terms of 
their rapprochement with the rest of the nation. That sense of free- 
dom rested upon the position of the region’s agricultural staples in 
world markets. Any such regional independence had disappeared in 
the post-World War I collapse of those international markets. The 
resulting, greatly increased dependence of the South’s economy on 
that of the nation was only slowly recognized.? A rebuilding of the 
historic relationship was to be rendered impossible by a series of 
events that were external to the region but which had revolutionary 
impacts upon the South. World War I had temporarily accelerated 
industrialization in the South, disturbing traditional relationships more 
deeply than any events occurring since 1880. Of more lasting effect 
were the events that followed: the Great Depression; some of the 
policies of the federal government originating in the New Deal period; 
World War II; the subsequent high levels of economic activity; and 
the revolution in the South’s technology centering on the automobile 
and, specifically in agriculture, on the tractor. 

After 1920, the proposition that the Old South was a viable system 
in a modern world was no longer tenable.. In the South’s cities and 
towns, labor unrest, accumulating during the war years, was followed 
by a build-up of union activity to culminate in a series of strikes 
marred by violence. Both agriculture and industrialization in the 
South gave cause for Southerners everywhere to engage in sober re- 
assessments of the region’s values and objectives, problems and poli- 
cies.1° 

8. Ibid., p. 13. 

9. Jonathan Daniels in 1938 made the significant observation that “for most 
Southerners there is no choice between the Southem way and the alien way, they 
must take what they can get.” A Southerner Discovers the South (New York, 
1938), p. 117. Howard Odum and Rupert Vance in their numerous writings 
held much the same position. The Agrarians, discussed below, on the other hand 
necessarily assumed that a free choice was possible. See also Donald Davidson, 
The Attack on Leviathan (Chapel Hill, 1938), p. 325. 

10. As shared by the authors, almost all Southerners, of the articles that com- 
prise The Coming of Industry to the South, the January, 1931, issue of The Annals 


of the American Academy of Political and Social Science. Also such volumes as 
C. T. Murchison, King Cotton is Sick (Chapel Hill, 1930). 
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The forty years following 1920 were characterized by the search 
for a new rationale of the old system, for the causes of the South’s 
predicament, for a new system, or for methods of accelerating the 
emergence of the New South that had been proclaimed several gener- 
ations earlier. In the debate, the South, like the nation in dealing 
with recovery, grasped at a wide variety of ideas of all degrees of 
realism and feasibility. 

Dissatisfaction with the operation of the South’s economy was di- 
rected to many of its aspects and expressed in a variety of ways. In 
broad terms the problem was that of the relatively low incomes which 
characterized virtually all segments of the South’s population. The 
income problem was, however, most acute for the region’s farm popu- 
lation, which received much the lowest incomes in the United States 
and which was also a very large part of the region’s population. Those 
incomes were low even in the prosperous years of World War I. The 
collapse of world markets for farm products after the war, though 
affecting all of the nation’s farmers, struck most harshly in the South. 
The problems of this large farm population were central in most 
analyses of the South’s economy. 

The Great Depression accentuated the problems of the 1920's as 
urban employment opportunities disappeared and for a few years 
stimulated a reverse migration as migrants returned from the cities 
to the farms they had left. That movement proved no escape—poverty 
on the farm was as real as in the cities. With the development of 
federal programs to administer relief to the urban unemployed, a 
migration to urban centers once again was established, motivated in 
part at least by the minimum standards established by relief authori- 
ties, which were higher than those attainable on many Southern farms. 

To the problems of economic depression were added those of 
technological change. The tractor was adopted in Southern agricul- 
ture much more slowly than elsewhere, but its effects in farm employ- 
ment were drastic. Among its impacts were the consolidation of 
tenant holdings into operational units of large acreages and the sub- 
stitution of a wage system for the old share-cropping system, with 
the end result of a forced displacement of the farming population. 
This tendency was greatly stimulated by the appearance of the 
mechanical cotton picker, while other innovations were to contribute to 
replacing the old system of cotton cultivation with one requiring far 
less labor. Simultaneously, the technological problems long associated 
with cattle-grazing in the South were solved to an important degree, 
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greatly stimulating that industry at the expense of row crops. The 
growth of pulp-wood using industries, also based on technological 
change, similarly opened the way for a new productive use of land. All 
three developments promised higher labor incomes from land use but 
with necessary changes in the man-land ratio that greatly reduced the 
labor force necessary to produce the food and fiber that the market 
would accept at remunerative prices. 


The Search for Solutions 


Four basic approaches to a more satisfactory economic order 
appear in the literature over this period. All four approaches at- 
tracted proponents over the four decades, though emphasis shifted 
with changing circumstances as the nation moved from deep economic 
depression to the high levels of economic activity of the war and 
postwar years. One group looked backward to an organization re- 
affirming traditional values; another concentrated on incremental im- 
provements in the position of farmers. Both positions were consistent 
with a third view that disaffected Southerners should migrate out of 
the region. The first two positions were more or less vigorously es- 
poused and the third was accepted as necessary, but a fourth ap- 
proach was the most significant. This looked towards industrial 
development within the region as the solution to its problems. 


The Revival of Agrarianism 


One position passively accepted the fact of low farm-incomes 
from marketed products, and urged a curtailment in those commercial 
relations and a return to self-sufficient agriculture. This position 
rested upon a deep and long-standing Southern commitment to the 
fundamental importance of agriculture and the virtues of rural life, 
with a parallel distrust of industrialism and urbanism.1! Such views 
were expressed throughout the nation as the Great Depression spread 


11. The values eneompassed in the phrase, “agricultural fundamentalism” were 
widely held earlier in the nation’s history. While persisting everywhere, these 
values remained more deeply held and more directly influential on everyday atti- 
tudes in the South than elsewhere; they were expressed in extreme form by the 
Agrarians. The depression-indueed revival of these values was widespread, vigor- 
ously expressed in O. E. Baker, Ralph Borsodi, and M. L. Wilson, Agriculture in 
Modern Life (New York, 1939), particularly Part II. See also Joe R. Motheral, 
“The Family Farm and the Three Traditions,” Journal of Farm Economics, XXXIII 
(1951), 514-29; Gilbert C. Fite, “The Historieal Development of Agricultural 
Fundamentalism in the Nineteenth Century,” Journal of Farm Economics, Pro- 
ceedings, XLIV (1962), 1203-11. 
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but were most vigorously enunciated in the South. In the two decades 
following 1920, there was widespread pessimism regarding the future 
of industrialism or of the South’s ability to move in that direction.” 
T. J. Cauley declared in 1935 that “farming had failed utterly in the 
matter of making money in the South in recent years, but it may still 
be capable of making a living for the people.”28 

The possible necessity of a return to self-sufficiency became in 
the hands of others a virtue. Blending their romantic views of South- 
ern history and culture, a group of academicians known as the South- 
ern Agrarians expounded the virtues and indeed the imperatives of 
a new agrarianism by which the South might neutralize Northern 
influences, isolate itself from the evils of urbanized industrialism, and 
retain its own cultural heritage. Though their theories varied in de- 
tails and methods of accomplishment, the objective was a society 
based on numerous small but independent farmers who would “secure 
the state” and who would be supported by numerous small and inde- 
pendent business firms, competitive but responsible by reason of 
owner-management of property. Some of the Agrarians envisaged this 
new society as protected from Northern corporations as well as from 
the federal government in some manner as by regional tariffs.!* 

The Southern Agrarians may be viewed as the between-wars ver- 
sion of the Southern radical right or possibly as Utopians, whose views 
were rooted in the ideas of economists and social philosophers who 
had been concerned with a simpler world.® Though agricultural 

j2. The experience of some Southern states clearly supported pessimism re- 
garding the future of industrialism. Jn Arkansas, Florida, Kentucky, Louisiana, 
and Mississippi, there were actually fewer jobs in industry in 1939 than in 1909. 
Vernon W. Ruttan, “Industrial Progress and Rural Stagnation in the New South,” 
Social Forces, XXXIV (1955), 115. 

13.In Problems of the Cotton Economy, Proceedings of the Southern Social 
Science Research Council (Dallas, 1936), p. 17. See also Cauley’s Agrarianism 
(Chapel Hill, 1935). 

14. The major statements are Twelve Southerners, I'll Take My Stand: The 
South and the Agrarian Tradition (New York, 1930) and Herbert Agar and Allen 
Tate (ed.), Who Owns America? A New Declaration of Independence (Boston, 
1936). 

15. For contemporary critiques see Rupert B. Vance, “Is Agrarianism for Farm- 
ers?,” Southern Review, I (1935), 42-45; Thomas J. Pressly, “Agrarianism: An 
Autopsy,” Sewanee Review, XLIX (1941), 145-63; Marian D. Irish, “Proposed 
Roads to the New South: Chapel Hill Planners vs. Nashville Agrarians,” Sewanee 
Review, XLIX (1941), 1-27; W. J. Cash, The Mind of the South (New York, 
1954), pp. 378-83. More recent appraisals include Idus A. Newby, “The South- 
ern Agrarians: A View after Thirty Years,” Agricultural History, XXXVII (1963), 
143-55; William Nicholls, Southern Tradition and Regional Progress (Chapel Hill, 
1960), esp. pp. 27-34. 
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fundamentalism and loyalty to traditional Southern values remained 
strong, the Agrarian’s “vision of what the good life can be” was not 
widely shared. Pessimistic and backward-looking, the Agrarians stood 
aside from the main course of the debate, which was both optimistic 
in assuming that the nation could accomplish economic recovery and 
forward-looking in that the values that motivated most men rested 
upon a revival of the productivity of the nation’s industrial economy. 


The Modernization of Agriculture 


A second position also focused on agriculture but sought to 
improve the welfare of the farm population by strengthening the 
markets for their products. This group sought the intervention of the 
federal government in those markets through export bounties or price 
supports.!® It sought also to increase the productivity of agriculture 
by applying superior techniques and better conservation practices and 
by reforms in the institutional structure of agriculture as in land 
tenure, financial and marketing institutions.17 These objectives were 
shared with farm groups throughout the nation and were pursued by 
political alliances to form national coalitions. 

Success in securing federal support of prices of farm products 
served to stabilize Southern farm income at somewhat higher levels, 
but did not and has not changed the relatively low level of those 
incomes. Federal credit programs and support for cooperative mar- 
keting arrangements have similarly alleviated the problem but have 
offered no major step toward solution. Efforts to settle families on 
small farms, on the other hand, have tended to accentuate the prob- 
lems of low productivity and incomes.1® The developments in farm 
technology greatly reduced labor requirements. Since the demand for 
the South’s staple products was inelastic, a marked accentuation of 
the population problem followed upon the modernization of agricul- 
tural technology.?® 

Immediately after the war, the prospects facing the South’s agri- 

16. A brief authoritative account is that of Chester C. Davis, “The Develop- 
ment of Agricultural Policy Since the End of the World War,” U.S. Department 
of Agriculture, Yearbook, 1940 (Washington, 1941), pp. 297-326. 

17. For an introduction to an extensive literature, see Broadus Mitchell, De- 
pression Decade, From New Era through New Deal, 1929-41 (“The Economic 
History of the United States,” Vol. IX [New York, 1947]), pp. 421-24. 

18. For a protest against the efforts to promote small farm settlements, see 
Robert W. Harrison, “Land Improvement vs. Land Settlement for the Southeast,” 
Southern Economic Journal, XII (1945), 23-38. 


19. James H. Street, The New Revolution in the Cotton Economy (Chapel Hill, 
1957). 


Thoughts on the South’s Economic Problems 15 


cultural population appeared “dreary.” The war-stimulated accelera- 
tion in the adoption of technological changes was marked by wide 
variations between farms in the acceptance of such changes. Farms 
which adopted the new techniques tended to have good land-capital- 
labor relationships and yielded incomes which, if not satisfactory com- 
pared with urban incomes, nevertheless permitted sound financing 
and continued growth. They were to be distinguished from the low- 
income farms that had not made such adjustments, most of which 
were not likely to be able to do so. In 1949, it was estimated that 
seventy percent of the nation’s one million low-income full-time 
farmers were located in the South. These had been “largely by-passed 
by the movement of the decade to enlarge farm size and increase 
productivity per acre.”?° 

The possibility that the postwar federal farm programs might 
introduce rigidities in the movement of the Southern farm population 
was considered and discounted.*! Programs looking towards improv- 
ing the position of farmers have been beneficial to those in the best 
position to take advantage of them by applying this newer technology, 
but have accentuated employment problems for the large remaining 
farm population. Earle L. Rauber urged that the key to the problem 
of low agricultural incomes lay not in agriculture but in the national 
economy as a whole: “In a demand for labor in the nation’s industries 
and at such wages that the excess of the population will be drained 
off,” or “better still, [in a] sufficient industrial expansion in the South 
to absorb the surplus rural population.”?" 


Out-Migration 


A third position constituted a passive reliance upon the fact 
that migration has been the historic method by which Americans, 
including many Southerners, have made their individual adjustments 
to changing opportunities. Southerners have long migrated out of the 
region in numbers which show a fluctuating, though strongly upward, 
trend. Given the limits on the land available, off-the-farm migration 


20. Testimony of Walter W. Wilcox and W. E. Hendrix in: Underemployment 
of Rural Families, Joint Committee on the Economic Report, Subcommittee on 
Low-Income Families, 81 Cong. 1 sess. (Washington, 1949). 

21. E. L. Baum and Earl O. Heady, “Some Effects of Selected Policy Programs 
on Agricultural Labor Mobility in the South,” Southern Economic Journal, XXV 
(January, 1959), 327-37. 

22, Arthur C. Bunce, William H. Fisher, and Earle L. Rauber, Agricultural 
Adjustments and Income, Postwar Economic Studies, Board of Governors of the 
Federal Reserve System (Washington, 1945), pp. 64-65. 
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was essential to maintenance of existing income levels while the slow 
growth of Southern industrial employment opportunities forced the 
migrants to industrial centers outside the region. 

This out-migration served to mitigate the South’s economie prob- 
lem but appcared on the historical record to offer no prospects that 
reliance was to be placed upon such movement as a solution to income 
problems. The historic expansion of the non-agricultural labor foree 
of the North had been based to a large degree first upon foreign 
immigration and then upon the entry of women into a wide variety of 
employments supplemented by Southern migrants.2? Limited de- 
mands by Northern industry and immobility of Southern rural popu- 
lation limited out-migration as a solution. As mechanization became 
more extensive, Northern employment opportunities for labor of the 
experience and skills possesscd by the typical Southern migrant 
tended to become fewer. Though out-migration from the South con- 
tinued to be large, it accounted for little more than the South’s differ- 
ential birth rate.** The population resident in the South has grown 
almost at the national rate, and out-migration has served only as a 
mild alleviation of the region’s economic problems. The volume of 
out-migration which could find employment opportunities outside the 
region was never sufficiently large to have an important effeet upon 
the economy of the region, and there appeared to be little prospeet 
that it might eventually become larger.” Viewing the matter from the 
point of view of the local sourees of migrants, W. H. Nicholls pointed 
out that there were counties in the Piedmont which had had large-scale 
out-migration for more than a century and which continued to be 
characterized by large numbers of low-income families.?® 

Aside from the inadequacy of the volume of out-migration that led 
some to rejeet it as a reliable solution and to urge a more active 
approach, there were also other objections. “The truth of the matter 
is,” said Rupert Vance, “that the South is not competent under its 
present economy to rear and edueate and send out the Nation’s popu- 

23. Ann Ratner Miller, “Componcnts of Labor Force Growth,” Journal of 
Economic Ilistory, XXII (1962), 47-58. 

24. Victor R. Fuchs and Richard Perlman, “Recent Trends in Southern Wage 
Differentials,” Review of Economics and Statistics, XLII (1960), 299. 

25. Dale E. Hathaway, “Migration from Agriculture: The Historical Record 
and its Mcaning,” American Economic Review, L (1960), 379-91; Labor Mobility 
and Population in Agriculture, Iowa State University Center for Agricultural and 
Economic Adjustment (Ames, 1960). 

26. William H. Nicholls, The South’s Low Income Rural Problem and Rural 


Development Programs, National Planning Association (Washington, 1959); the 
same author, Southern Tradition and Regional Progress, pp. 12-13 ff. 
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lation reserves. Not only is the region too poor, but such a process 
means a constant drain on its resources. Whatever may be the net 
worth of the region’s human exports, it is safe to estimate that to rear 
and educate a child to adulthood costs family, community and State 
some $2,000 to $5,000 per person.” This, Vance suggested, was too 
high a price to pay to protect the incomes of those remaining. The 
solution was further development of the South’s economy, which, “by 
increasing the variety and range of occupational opportunities, will 
raise the level of living and training, will reduce the differential birth 
rate, and will keep more of the South’s human and material capital 
at home to participate in its own development.”*7 The fact that a 
large part of the region’s resources invested in training its youth was 
lost with their departure upon reaching the productive ages impaired 
the region’s ability to raise its income level. This vicious circle could 
be escaped only by industrialization within the South.?8 

There was also the objection that out-migration might be selective 
of the very people that were needed to give leadership to the South. 
Out-migration might be selective in respect to racial groups; to the 
intrinsically more or less able; to those more or less highly trained; 
and in other ways. There can be no question that many Southerners 
welcomed the out-migration of Negroes. Some, however, protested 
against such migration on the ground that the region needed the 
labor, and particularly the ability and training, of those most likely to 
migrate.”? 

27. Rupert B. Vance, All These People (Chapel Hill, 1945), p. 278. 

28. David Cushman Coyle estimated in 1937 that the cost to the rural South 
of rearing migrants to the city amounted to some $36 billion dollars over a ten- 
year period. (“The South’s Unbalanced Budget,” The Virginia Quarterly Review, 
XIII [1937], 192-208.) 

Such estimates continue to be made. A 1959 estimate places the cost to rear 
and educate a young person to the age of economic productivity at $10,000. 
“Tennessee, in effect, has exported to other states a staggering $2,280 million 
investment in productive manpower over the past eight ycars.” (Unemployment 
Problems, Hearings before the Special Committee on Uncmployment Problems, 


US. ate 86 Cong., 1 sess., pursuant to S. Res. 196, Part 5 [Washington, 1960], 
p. 2102, 

Another recent estimate places the cost of rearing a youth to age 18 or high 
school graduation at $20,000. The author observes that “costly as it might appear 
on the surface, to the sending community, it is a lower financial and social burden 
for it than would result from the damming up of this outflow of redundant popu- 
lation.” Marvin J. Taves, “Consequences of Population Loss,” in Labor Mobility 
and Population in Agriculture, p. 117. 

29. The protest is implicit in the work of Odum and Vance. Jonathan Daniels 
is very explicit in writing, regarding the small role played by Negroes in the 
South’s industrialization, that “Not even now can the South spare the labor of its 
Negroes.” “Men at a Corner,” Virginia Quarterly Review, XXXI (1955), 222. 
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Attention to the possible selectivity of out-migration has not been 
primarily concerned with the matter of race but has been directed 
chiefly to the possibility that the out-migrants might include dis- 
proportionately large numbers of the more able and energetic indi- 
viduals in the Southern population. Thc publication of Wilson Gee’s 
pioneer study, “The Drag of Talent Out of the South,”®° confirmed 
the vague awareness that significant numbers of the South’s native 
sons had achicved distinguished careers and had made significant 
contributions outside the region. It seemed possible that the out- 
migrants were a group with superior abilities, and it followed that the 
remaining population might be suffering from a deterioration of its 
inherent capacities. Odum asscrted that “migration exerts a selective 
drag on the talent of the region.... This selection of the most able 
and energetic doubtless extends all the way down the social scale.” 

The possibility that out-migration was selective was to John Van 
Sickle an argument for industrialization as the only way by which 
the region could hope to retain a larger share of the leadership mate- 
rial upon which its reconstruction depended. Van Sickle felt that the 
massive out-migration “has probably not yet affected the biological 
quality of the population.” The migrants, however, included “those 
possessing better than average health and education.” The out-mi- 
gration “has been due in part to the direct pressure of poverty, but 
also in part to the absence of a sufficiently broad range of choices for 
the varicd tastes and talents of the millions of young people growing 
up in the area.”8? 

There is abundance of evidence that Southern out-migrants have 
achieved distinction in most of the recognized fields and also that 
such national distinction is much less frequently achieved in the 
South? It is difficult to argue that Southern out-migrants have 
achieved distinction out of proportion to their numbers, particularly 
if allowance is made for the fact that national centers draw some as 
mature men because of their achievements in the South. In the latter 
a Drag of Talent Out of the South,” Social Forces, XV (March, 1937), 

oy Howard Odum, Southern Regions of the United States (Chapel Hill, 1936), 
si 32. John V. Van Sickle, Planning for the South (Nashville, 1943), p. 99. 

33. H. L. Geisert, “The Trend of Interregional Migration of Talent, The South- 
east, 1899-1936,” Social Forces, XVIII (October, 1939), 41-47. On businessmen, 
W. Lloyd Wamer and James C. Abegglen, Occupational Mobility in American 
Business and Industry (Minneapolis, 1955), is the most detailed study. See also 
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cases, their talents have served their native region and their departure 
to national centers represents merely a facet of the integrated nature 
of the economy. 

That migration out of the South has been selective of the more 
productive age groups as well as of the more highly educated has 
been amply demonstrated. Four generalized hypotheses regarding the 
nature of migration selectivity as it relates to inherent abilities have 
attracted attention. They are that: 


1. Rural out-migrants are selected from the superior elements in 
the parent population; 

2. Rural out-migrants constitute the inferior elements; 

3. Rural out-migrants include the extremes, consisting of both in- 
ferior and superior elements; 

4, Rural out-migrants are a random selection of the parent popula- 
tion. 


There appears to be some evidence to support each of these hy- 
potheses. D. S. Thomas concludes that it is probable that “selection 
does operate positively, negatively and randomly, at different times, 
depending on a variety of factors that have not been adequately in- 
vestigated.”54 

These possibilities apply not only to the out-migrants from a given 
area but also to the in-migrants an area receives. In the case of the 
South it is possible to argue, as do Calvin Hoover and B. U. Ratch- 
ford, that the out-migrant whites were less well educated than the in- 
migrants and that the selective process was thus in some rough 
balance. This may be true for the region as a whole. However, 
few in-migrants moved into the areas which were the major source 
of out-migrants. The considerable migration within the South and 
the migrants coming from outside the region tended strongly to con- 

34. Dorothy S. Thomas, “Selective Migration,” Milbank Memorial Fund Quar- 
terly, XVI (October, 1948), 403-7. 

The question of the selectivity of migration has also been raised with regard 
to farming in general. The inconclusive nature of knowledge on the issue is 
suggested in a review of the literature by Paul R. Johnson, “Effects of Off Farm 
Migration of Managers on Managerial Resources in Agriculture,’ Journal of 
Farm Economics, XLIV (1962), p. 1463. 

35. Calvin B. Hoover and B. U. Ratchford, Economic Resources and Policies 
of the South (New York, 1951), pp. 37-39. See George L. Wilbur and James 
Suh Bang, “Some Characteristics of Mississippi Migrants,” in Unemployment Prob- 
lems, Hearings before the Special Committee on Unemployment Problems, U.S. 


Senate, 86 Cong., 1 sess., pursuant to S. Res. 196, Part 5 (Washington, 1960), 
pp. 2164-66, and literature there cited. 
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verge upon the same urban centers. It is therefore possible that some 
rural areas have suffered from adverse selectivity. In the case of the 
region’s urban centers, it is highly doubtful that a selective process 
of an unfavorable nature has been operating; the opposite seems more 
likely. 

There is reason to assume that inherent ability is very widely 
diffused throughout the population and reason to believe that a large 
proportion of that inherent ability remains undeveloped in the na- 
tion.2® Such failure to develop human capabilities is substantially 
greater in the South, and in both the Southern white and colored pop- 
ulations, than in the rest of the United States. To the degree that 
the Southern educational system fails, relatively, in developing the 
capabilities of its population, no comparison with other populations 
is possible. The most reasonable assumption to be made regarding 
the inherent abilities of the South’s urban population would seem to 
be that they do not differ in any way that can be accurately measured 
from the distribution of such abilities to be found elsewhere. 

It should be noted, however, that the South has failed to benefit 
from two forms of selective migration. The Northeast in recent years 
has suffered even greater losses than the South by the out-migration 
of men who attained eminence outside their native states. Such 
migrants went chiefly to the Middle States and to the Midwest, rather 
than the South. The South was also unattractive to foreign in-mi- 
grants. Vance observes that “one of the handicaps of the Southeast 
was its failure to secure a proportionate share of the distinguished 
men of foreign birth.”*7 That observation might well be extended to 
include all foreign immigrants. Such migrants made important con- 
tributions where they settled, not only in producing eminent men but 
also in forcing upon the indigenous population a restructuring of values 
and broadened horizons.38 


Industrialization 


The re-examination of the South’s economic problems and 
the considerations of the alternatives before it as described to this 


36, As analyzed in such studies as Dael Wolfle, America’s Resources of Spe- 
cialized Talent (New York, 1954); Eli Ginzberg, Human Resources: The Wealth 
of a Nation (New York, 1958); Charles C. Cole, Jr., Encouraging Scientific Talent 
(New York, 1956), as well as the 1947 and 1957 Presidential] Commission Reports. 

37. All These People, p. 455. 

38. Thomas H. Carroll, testimony before the U.S. Senate Immigration Com- 
mittee Joint Hearings on S. J. Res. 64 and H. J. Res. 168, 66th Cong., Ist sess. 
(Washington, 1939), 152-55. 
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point led back to the objective of increased industrialization. The 
expansion of non-agricultural employment opportunities, specifically 
in manufacturing, had been pursued by small but increasing numbers 
of Southerners over a century and a quarter. Success had come slowly 
but was nevertheless substantial in at least some Southcastern states. 
World War I had provided a brief stimulus, but the South had not 
participated in any adequate measure in the boom of the 1920’s. 
There followed a collapse of the industrial system which cast a 
shadow over the nation’s productive organization and over the South’s 
desire to be a larger part of it. 

It was this failure of the nation’s economic system that gave the 
Southern Agrarians an invitation to question the soundness and de- 
sirability of the system, to attack Southerners who had urged or par- 
ticipated in industrialization, and to offer an alternative to the South’s 
continued and growing participation in it. The Agrarian movement, 
however, failed to attract a significant following and disappeared as 
an organized effort with the revival of the national economy. Since 
agricultural reform programs had a selective impact to the relative 
disadvantage of the low-income population, and since out-migration 
was a course of action too limited in accomplishment or potential, the 
final result was a considerable strengthening of the move towards 
industrialization. 

The increased interest in sources of non-agricultural employment 
within the region intensified the long-standing problem of accelerating 
the rate of the desired industrialization. In the search for ways and 
means of facilitating the growth of non-agricultural sources of employ- 
ment, Southerners sought to understand their position, to identify bar- 
riers, and to devise new methods of promoting the region’s growth, 
particularly by enlisting the aid of the federal government. 


The South’s Strategy for Industrialization 


The pattern of the South’s conscious approach to industrializa- 
tion was established from the beginning of interest in industry before 
the Civil War and revived in the 1880’s. The initiative was typically 
Southern as local groups organized to carry out an industrial project, 
accumulated equity capital, established a plant, and undertook opera- 
tions on a small scale. Capitals were supplemented by commercial 
credits from Northern suppliers. Occasionally such indigenous entre- 
preneurs found it desirable to employ Northern technical and man- 
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agerial skills. In textiles, and in other industries as well, the sales 
function frequently was turned over to Northern institutions.*? 

Since the equity capital available was typically too small to meet 
the exigencies of business or to support expansion, larger sources 
were sought in the North. Both the problems of exploiting expansion 
opportunities as well as the problems of financial stringencies tended 
to bring such firms under the control of outside interests who supplied 
needed capital. Many a Southern firm owed its continued existence to 
the willingness of Northern interests to share in or to assume risks 
that local capital could or would not meet. 

The panic of 1873 had demonstrated to many Southerners the 
limitations of indigenous efforts to establish industry. The solution 
took the form of increased emphasis by more communities on promo- 
tional activities. Groups of Northern interests viewed at first hand 
the advantages of textile manufacturing in the Carolinas, Georgia, 
and Virginia.*° A number of industrial expositions were held in the 
1880's to demonstrate the region’s potentialities to all who could be 
interested. Most Southern communities were confident that they had 
some resource of industrial significance, and all had more than ade- 
quate supplies of labor employed at very low levels of productivity 
who would find even low hourly wages more attractive than the in- 
come possible from full-time agriculture. What was lacking were 
adequate numbers of men with some managerial ability, with access 
to capital, and with knowledge of products, markets, and the requisite 
technological processes. The South’s approach to industrialization 
was then to seek to import going business firms, with the expectation 
that they would supply whatever was needed to generate employment 
opportunities for local labor. There was nothing unique about the 
approach; it was typical of town and city building throughout the 
nation.*! What was characteristic was the almost complete concen- 
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tration of Southern hopes and efforts on attracting employers by pub- 
licizing the advantages possessed by a community or a state. Such 
promotions were frequently accompanied by some forms of induce- 
ment, publicized or covert. 

Southern entrepreneurs emerged in a few industries and achieved 
some regional and even national dominance. The pursuit of indus- 
trialization, however, continued to be based on the importation of 
employers. The approach enjoyed some success, though the supply 
of employers who were foot-loose and susceptible to relocation in 
the South was never large and the competition was vigorous. The 
agricultural depression which set in in 1920 brought intensification of 
these efforts. With the establishment of the BAWI plan by Mississippi 
in 1930, state governments increasingly undertook to aid local com- 
munities in their promotional efforts.*? 

As the South struggled with its problems, now deepened by its 
agricultural depression, the nation’s economy collapsed into the Great 
Depression, and the New Deal began its search for the keys to re- 
covery. That search exposed the inadequacies of existing sources of 
data that measured economic and social conditions and trends. Pres- 
ident Hoover's Commission on Unemployment had produced Recent 
Economic Changes in 1929, inaugurating the development of socio- 
economic measurements and analyses on a scale incomparably greater 
than anything that had preceded.*? As the nation sought to analyze 
its problems and to establish policies and programs looking toward 
a more effective economic organization, some Southerners looked for- 
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ward to benefiting accordingly, while others pursued programs aimed 
at the region’s special problems. 

In the South, a variety of private and quasi-private organizations 
had appeared concerned with analysis of the problems of the region 
and in making recommendations for their solution. Comprehensive, 
organized research on the problems of the region was begun at the 
University of North Carolina about 1925, and found support in 1930 
with the establishment of the Southern Regional Committee of the 
Social Science Research Council. Over the next fifteen years, the 
Committee's activities were directed to an intensive inventorying of 
Southern resources and identification of Southern deficiencies, eco- 
nomic and sociological, these findings constituting a body of informa- 
tion more complete than that existing for any other region.** In its 
analytical work, the North Carolina group developed a philosophical 
approach which distinguished strongly between sectionalism and re- 
gionalism and which saw a solution to Southern problems through 
governmental action. 

Resource inventorying was encouraged by the work of the Na- 
tional Resources Board, and almost all the Southern states established 
state planning boards, as was also the case elsewhere in the nation. 
The functions they undertook were to measure the characteristics of 
the population and of resources, to evaluate assets, identify problems, 
and recommend action to their governments.** In the South, the 
Tennessee Valley Authority came to serve as the great example of 
what might be done.*® Though some disagreed, Vance expressed a 
view popular in the South when he argued that the region lacked “the 
large incomes necessary to develop its own resources,” with the result 
that incomes in the region “remain low because resources are appro- 
priated at low prices by outside interests. By virtue of this condition, 
the Southeast is favorable to government financing and stands to 
benefit when its resources are developed by a public agency like the 
TVA rather than by outside holding companies.”*7 
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A number of other organizations contributed to the analysis and 
action. Business interests in 1932 organized the Southern States In- 
dustrial Council, which, though generally conservative, was neverthe- 
less more liberal on labor issues than many Southern employers.*$ A 
Southern Policy Committee was formed in 1933 to bring political, 
business, and academic figures together as a source of policy state- 
ments on Southern issues.4® A Southern Association of Science and 
Industry was organized in 1941. As the Southern Research Institute, 
after 1944, it served as a center for research in areas of interest to 
industry.®° 

Of significance also was the formation in 1937 of the Southeastern 
Governors’ Conference. The Conference’s formal program for a 
“Decade of Progress,” adopted in 1940, dealt in such generalities as 
to be of little significance.*! Its principal concern was with coopera- 
tive action to enhance the South’s economy and its primary program 
was that of attracting industry to the region.°**? It may have been 
instrumental in changing the character of the competition between the 
states since the developmental literature changed in character from 
publicizing the cheapness and docility of Southern labor to an empha- 
sis on “the natural advantages of the region.”** The Conference may 
also have been a factor in withholding the support of state government 
administrations from those employers and employer organizations 
that fought the application of the Fair Labor Standards Act in the 
South. The Conference took a major role in seeking to remove what 
were believed to be barriers to Southern growth, such as discrimina- 
tory railroad rates, and formally urged the federal administration to 
and private motivations, of which the most potent is the profit motive.” (“Region- 
al Aspects of the Problem of Full Employment at Fair Wages,” Southern Economic 
Journal, XIII [1946], 37.) And Donald Davidson held the TVA to be an example 
of regional imperialism. In his view, it should be administered by the region 
concemed, with the help of Federal appropriations: “As it stands the T.V.A. is 
an irresponsible projection of a planned, functional society into the midst of one 
of the most thoroughly democratic parts of the United States.” In Agar and Tate 
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decentralize the awarding of defense and war contracts. More re- 
cently, it founded the Southern Regional Council on Education as a 
device to meet some of the South’s problems in higher education.** 

The development of the Southern Governors’ Confercnce as an 
agency dealing directly with the tasks of attracting new cmployers as 
the source of regional eeonomic development mirrored the changcs 
brought on by the war. In particular, it refleeted the deeline in na- 
tional interest in planning involving governmental financc of projects 
of the TVA type. The private planners such as the North Carolina 
group and the state planning agencies typically provided information 
about the region and the states as units. They effectively demon- 
strated needs but failed to supply the kind of information required by 
private employcrs considering a new plant loeation. Information on 
the characteristics of specific labor markets, on raw material supplies 
and costs, and similar detailed data required by prospcctive business 
firms did not appcar in their materials. While recognizing broad de- 
ficiencies, the planners ignored the frequently minor barriers which 
prevented the establishment of plants to utilize local resources. 

In the 1940's, the state planning organizations changed their func- 
tions (and frequently their names) to become economic development 
agencies.®> As such, they continued to collect and analyze data but in 
local rather than in state terms; their aggressive publicity campaigns 
emphasized assets rather than defieiencies. Thcir spccial contribution, 
however, was that of bringing togethcr prospective employers and 
local groups, private and governmental, thereby serving as a channel 
towards greater mutual understanding so that the requirements of a 
business firm might be supplied by local governmental action, while 
local groups might better appreciate what was involved in an associa- 
tion with a specifie industrial projeet. 


Accelerating Industrialization 


The development of the governmental and academie activi- 
ties described supported the South’s strategy for industrialization. 
Those institutions and that strategy may or may not have aecelerated 
the establishment of industry in the South but in either case the pace 
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of change was far from adequate to the region’s needs for more non- 
agricultural employment opportunities. The necd supported faith in 
the possibilities. In addition to its labor supply, which seemed ob- 
viously more than adequate, many Southerners acted from a convic- 
tion that the region had abundant resources which were unques- 
tionably able to support greater industrialization. Attention turned 
then to efforts to identify those causes of the slow pace of industrializa- 
tion that were external to the South and to remove them by fcderal 
action if necessary. Partially related to and partially independent of 
those efforts were the efforts of others who placed some hopes in ad- 
vancing Southern industrialization by means of a federal policy to 
force the decentralization of industry. 


Decentralizing Industry 


The problem of urban unemployment aroused some interest 
in the nation in the dispersal of industry so that, among other reasons, 
larger numbers of the population might have an opportunity to engage 
in part-time food production.®® Federal sponsorship of a program of 
decentralization of industry had been recommended to President 
Hoover by his Committee on Industrial Decentralization and Housing. 
President Roosevelt had suggested the desirability of industrial de- 
centralization as one of the justifications for the Tennessee Valley 
Authority. Some of the resettlement programs of the New Deal in- 
cluded some decentralization features, rationalized as providing wage- 
earners with the sccurity of part-time farming as a defense against 
industrial unemployment. 

There was, however, little agreement as to the objectives of a 
sponsored program of decentralization. One concept included re- 
ducing the existing urban conglomerations and diffusing industry 
more broadly around such centers. Another concept comprised dis- 
persing industry more or less evenly over the national landscape. To 
the South, any federal program to promote the geographic dispersion 
of industry was appealing as a source of more employment within its 
boundaries.** 
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The general interest in decentralization stimulated a major study 
of the need for population redistribution. In the report of the study’s 
conclusions in 1936, Carter Goodrich recommended that the federal 
government make no efforts to disperse industry, on the grounds that 
“without great migratory movements we cannot possibly redress our 
sectional inequalities or use our human and material resources to best 
advantage. It should therefore be a cardinal point of social policy 
to encourage mobility, to give it surer purpose and direction.”** 

Much of the study was devoted to the South’s problems. Goodrich 
saw the South’s future as resting upon a decreasing rate of population 
growth, an increasing utilization of regional resources, and a redistri- 
bution of part of the population.®® Despite the predictions current at 
the time that the nation’s population was soon to become static, it 
was assumed that the South’s population would continue to grow. 

With regard to the possibility of increasing employment by more 
intensive utilization of the region’s resources, Goodrich observed that 
the South had “gaincd its new industries by underbidding and under- 
cutting industries already established in the East,” and that those 
gains had been principally in “light industry, notably textiles, where 
the lower costs of production, possible through cheap labor drawn 
from agriculture, enabled the Piedmont to attract part of the industry 
from New England.” Goodrich suggested that “[t]he South may ex- 
pect a continued industrialization, calculated to keep pace with its 
markets. But it is too much to expect the process of industrializa- 
tion to continue at the pre-depression rate or to absorb the entire 
‘surplus’ population of the region.”® 

There were some other factors. Although Goodrich thought that 
low-cost TVA power should attract light industry and might aid in 
encouraging development of the chemical industries, the effect would 
be felt more “in raising incomes of skilled and selected groups than 
in providing a large amount of employment.” In the same vein, Good- 
rich suggested that forestry, concentrating on pulpwood, offered possi- 
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bilities of raising incomes but “would provide less employment for 
the population than agriculture now furnishes in a given area.”6 
Rural rehabilitation programs can at best provide for only a small part 
of the rural population. Goodrich concluded that “migration remains 
the area’s sole immediate resource to soften the blow of lost markets 
or lift it from stabilized poverty in case of a return of pre-depression 
conditions.” 

The National Resources Planning Board endorsed the Goodrich 
conclusions. It reported that there was “little support for a belief 
that opportunities for part-time or full-time industrial employed can 
be widely distributed geographically in the near future. The records 
both of past migration and of industrial expansion show that workers 
have usually moved to the factory, rather than the factory to the 
worker.” 

While this position no doubt was acceptable to some Southerners 
and welcomed by the Agrarians, it was anathema to those who had 
come to look upon industrialization as the only hope of the region. 
The federal government’s sponsorship of TVA had been regarded as 
tangible evidence of a federal policy looking to the decentralization 
of industry. Throughout the South, groups were busily engaged 
seeking to claim support for more federal action of that general type. 
If prospeets for such aid were now much reduced, much more serious 
was the implied prediction that the region’s long pursuit of more 
industrialization was not likely to provide a solution to its problems. 
Though the importance of out-migration as a protection of per capita 
incomes was recognized, fundamental objections were raised against 
the complete reliance upon it that was being suggested. 

Southerners dissented from Goodrich’s interpretation of the his- 
torical record. J. J. Spengler held that manufacturing expansion con- 
stituted the principal correction of the current occupational and re- 
gional maldistribution of population, and he predicted considerable 
growth in the South.** John Van Sickle, pointing out that the Goodrich 
conclusions were based on rigidities operating in the economy, held 
that the strength of those rigidities had been overestimated, as was 
demonstrated by the rate at which capital was invested in Southern 
manufacturing in the late 1930’s. Van Sickle interpreted that flow of 
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capital as suggesting the beginnings of a new trend in the Southeast’s 
share of wage employment. 

Meanwhile, the Southern Regional Committee working at Chapel 
Hill published its first major study a short time before Goodrich’s 
work appeared. In Southern Regions of the United States, Howard 
Odum supplied an inventory of the South’s problems and an appraisal 
of its capacity for development. Odum took the view that the region 
must itself build on its own physical and cultural resources. “More 
industry,” Odum declared, “scems essential to any sort of regional 
balance.” A few years later another member of the Chapel Hill 
group, Rupert Vance, was more specific. Noting that the South’s 
pursuit of a larger participation in the nation’s industrialization “had 
been put on the defensive,” he defended that continuing interest on 
the grounds that despite out-migration, the region’s “differential fer- 
tility continues to replace” the out-migrants faster than Southern agri- 
culture and industry can absorb them.*% 

Efforts to secure federal assistance during World War II were 
directed towards securing for the South a fair share of government pro- 
duction contracts. Proposals that the federal government establish 
decentralization policies received little further attention until World 
War II was approaching its end. The fact that the federal govern- 
ment might be in a position to carry out policies which, relating to 
reconverting the economy to peacetime, could promote a selective 
decentralization of industry aroused considerable interest. All such 
efforts were rejected by President Truman. The reconversion pro- 
gram submitted and accepted by the Congress was neutral as be- 
tween regions.®° The significance to the South of the re-emergence of 
decentralization as a policy dictated by military requirements is dealt 
with in a subsequent section. 


The Obstacles to Rapid Industrialization 


In 1936 Howard Odum, in the Southern Regions of the United 

States, after describing the South’s resources in an optimistic vein, 
turned to an appraisal of the technology applied to their development. 
That technology he found deficient not in what it included but in its 
incomplete range. He observed, as had many others before, that: “Un- 
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til recently, the South was a furnisher of raw materials to the manu- 
facturing regions, essentially colonial in its economy.”®® A few years 
later he removed the qualification. Observing that New York was 
the economic center of the national economy and that other metrop- 
oles, towns, and villages arranged themselves into series ranks, he 
concluded that “some regions are still in the status of colonial economy. 
The southern region has traditionally filled this role within the 

United States, and partly because of that fact, seems destined to con- 
tinue doing so for some time.”*° 

Odum saw the “colonial type” deficiency in applied technology as 
producing an imbalance. “The South’s proportion of national manu- 
facturing . . . is still far below its ratio of people and resources.” One 
of the chief causes for this “uneven technology” was “the South’s very 
contracted access to capital, expressing itself in a differential in rates 
of interest.” That differential required that a Southern capital-using 
enterprise have a higher return than a similar operation in the North. 
“Accordingly most sorts of manufacture involving elaborate tech- 
nologies have avoided the South because, as a rule, the elaborate tech- 
nology is expressed in expensive and elaborate plants.” Odum ex- 
plained further that, like debtor countries, the South, because of the 
inequality of incomes, tended to import luxuries which resulted in debt 
and an inability to “enlarge its capital.”™ 

The word “colonial,” as Odum used it, was probably intended to 
convey what Colin Clark defined in the now familiar terms of primary 
as contrasted with secondary production. In this sense “colonial” 
merely describes an economy primarily concerned with producing, 
and preliminary fabrication of, raw materials. The word does carry 
with it the notion of dependence, although it is a dependency in a 
specialized structure, all elements of which are more or less equally 
dependent upon each other. Nor does it necessarily carry with it the 
idea of lower levels of productivity, although in fact primary economics 
tend to have lower levels of living than do those engaged in more 
advanced productive activities. In this usage Odum was correct; 
the South was, and continues in large measure to be, an economy 
engaged somewhat more largely in primary production. So used, the 
term “colonial” has a limited connotation. The word came to have a 
much stronger significance. 
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In June, 1938, President Franklin D. Roosevelt called a Conference 
on Economic Conditions in the South. In his letter to the Conference, 
the President expressed his conviction that the South presented the 
nation with its Number-1 economic problem.*? The report of the 
Conference was prepared by a staff of Southerners and reviewed by 
the Conference members, who were also all Southerners. The report 
appears to have drawn heavily from Odum’s work as well as from data 
gathered by the Temporary National Economic Committee. Although 
it made no explicit reference to the South as suffering from a colonial 
status, it made some observations that went well beyond the Odum 
analysis in suggesting subservience and exploitation. The report 
stated, for example, that: 


Lacking capital of its own, the South has been forced to borrow 
from outside financiers, who have reaped a rich harvest in the form 
of interest and dividends. At the same time it has had to hand over 
the control of much of its business and industry to investors from 
wealthier sections. 


After pointing out the high cost of credit in the South, the report 
continues: 


Faced with these handicaps, the South has had to look beyond its 
boundaries for the financing of virtually all of its large industries and 
many of its small ones. This has turned policy-making powers over to 
outside managements whose other interests often lead them to exercise 
their authority against the South’s best advantage. For example, many 
such companies buy most of their goods outside of the South, and 
often their sales policies are dictated in the interest of allied corpora- 
tions in other sections of the country.” 


Another result of the South’s dependence on outside sources of 
capital was its effect upon state and local government revenues: 


So much of the profit from southern industries goes to outside 
financiers in the form of dividends and interest, that State income taxes 
would produce a meager yield in comparison with similar levies else- 
where. State taxation does not reach dividends which flow to cor- 
poration stockholders and management in other States; and as a 
result, these people do not pay their share of the cost of southern 
schools and other institutions. 

The efforts of southern communities to increase their revenues and 
to spread their tax burden more fairly have been impeded by the 
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vigorous opposition of interests outside the region which control much 
of the South’s wealth. Moreover, tax revision efforts have been ham- 
pered in some seetions by the fear that their industries would move 
to neighboring communities whieh would tax them more lightly—or 
even grant them tax exemption for long periods.” 


Turning to natural resourees, the report stated that: 


Beeause of the poverty in which the South was left after the War 
between the States, and beeause of the high cost of eredit since that 
time, a very large share of the natural resourees of the South is owned 
in other regions. To the extent that this is true, the South is exposed 
to a double danger. On the one hand, it is possible for a monopolistie 
corporation in another region of the country to purehase and leave 
unused resourees in the South whieh otherwise might be developed 
in eompetition with the monopoly. On the other hand, the large 
absentee ownership of the South’s natural resourees and the South’s 
industry makes it possible for residents elsewhere to influence greatly 
the manner in whieh the South is developed and to subordinate that 
development to other interests outside the South.” 


After enumerating Southern industries whieh were wholly or almost 
eompletely controlled outside the region (almost all publie utilities, 
all the major railroad systems, the transmission of and distribution of 
natural gas, the richest deposits of iron ore, eoal and limestone, most 
of the rieh deposits of bauxite, zine ores, sulphur, many of the largest 
eotton and rayon mills), the survey observes that: 


For mining its mineral wealth and shipping it away in a raw or semi- 
finished form, the South frequently reeeives nothing but the low wages 
of unskilled and semiskilled labor. The wages for manufacturing this 
natural wealth into finished produets often do not go to southemers, 
but to workers in other areas; and the profits likewise usually go to 
finaneial institutions in other regions. When a southerner buys the 
finished produet, on the other hand, the price he pays ineludes all the 
wasteful eross-hauling involved in the present system.7° 


Further handicaps to the South were the freight-rate differentials 
and the tariff: 


The present interterritorial freight rates which apply on movements 
into other areas of many southern manufaetured and semifinished 
goods, and some agricultural produets and raw materials, handieap the 
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development of industry in the South. This disadvantage works a 
hardship particularly with regard to shipments into the important 
northeastern territory. This region, containing 51 percent of the 
Nation’s population, is the greatest consuming area. The southeastern 
manufacturer sending goods across the boundary into this region is at 
a relative disadvantage of approximately 39% in the charges which he 
has to pay as compared with thc rates for similar shipments entirely 
within the eastern rate territory. The southwestern manufacturer, 
with a 75 percent relative disadvantage, is even worse off. Such a dis- 
advantage applies to the southcrn shipper, even when, distance con- 
sidered, he is entirely justified on economic grounds in competing with 
producers within the eastern territory. In effect, this difference in 
freight rates creates a man-made wall to replace the natural barrier 
long since overcome by modern railroad engineering. . . . 

An equally serious deterrent to the South’s economic development 
has been the nation’s traditional high tariff policy. The South has 
been forced for generations to sell its agricultural products in an un- 
protected world market, and to buy its manufactured goods at prices 
supported by high tariffs. The South, in fact, has been caught in a 
vise that has kept it from moving along with the main stream of 
American economic life. On the one hand, the freight rates have 
hampered its industry; on the other hand, our high tariff has subsi- 
dized industry in other sections of the country at the expense of the 
South. Penalized for being rural, and handicapped in its efforts to 
industrialize, the economic life of the South has been squeezed to a 
point where the purchasing power of the southern people does not 
provide an adequate market for its own industries nor an attractive 
markct for those of the rest of the country. 

Moreover, by curtailing imports, the tariff has reduced the ability 
of foreign countries to buy American cotton and other agricultural 
exports. America’s trade restrictions, without sufficient expansion of 
our domestic markets for southern products, have hurt the South more 
than any other region.” 


The National Emergency Committee report contained no new in- 
formation. The issues on which it took positions were matters on 
which there were wide differences of opinion in the South. The dark 
picture it presented conformcd with the depression-spawned school 
of realism—in fiction and fact—which at the time dominated the nation 
in gencral and the South in particular. The report was, then, a curious 
episode in the depression-stimulated concern with economic-political- 
social problems. It aroused resentment in conservative anti-New Deal 
circles in the South, while Liberals felt it was poorly timed, if at all 
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necessary." The report did lead some liberal Southern groups to 
call a Conference for Human Welfare to consider what action might 
be taken, but such groups already existed and were in no particular 
need of the type of publicity provided by Mr. Mellet’s pamphlet.” 
The Southerners who signed their names to the report apparently did 
not meet again as a group. 

In the longer run, two results may be distinguished. One was to 
stimulate, and to call public attention to, the work under way, which 
was to include numerous appraisals of the data underlined in the re- 
port. The other result was that the report supplied ammunition for 
an upsurge of sectionalism which was to see some of the South’s dis- 
tinguished liberals allied with some of its most notorious demagogues. 

The NEC report suggested strongly that the South was being 
exploited and extended an implied invitation to seek the use of Federal 
power to secure remedies. The evidence suggested that the South’s 
ills could be ascribed to discriminatory freight-rates, the tariff, monop- 
oly and absentee ownership, all imposed upon the South by interests 
outside her borders. Colonialism was thereby given a political rather 
than a purely economic content. For those who found useful an 
explanation of the South’s economic problems that was cxternal to 
herself, colonialism was synonymous with imperialism. The data sup- 
plied by Vance, Odum, and others, as supplemented and publicized by 
the NEC report, provided the opportunity. Odum’s pursuit of a con- 
structive regionalism was now converted into a renewed sectionalism 
of a peculiarly vitriolic character.®° 


A Touch of Paranoia 


These issues had long been part of the stock-in-trade of South- 
ern demagogues and had received some emphasis from Southern 
figures who cannot justly be so labeled. Some decades earlier, the 
railroads had been a central target of the populists in the South as 
they were also in the North. The tariff issue was, of course, the hardy 
perennial of disputes between the nation’s regions. These, together 
with attacks on absentee corporations and on monopolies, were fa- 
vorite campaign material of such demagogues as Jeff Davis of Arkan- 
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sas, James K. Vardaman and Theodore C. Bilbo of Mississippi, Cole 
L. Blease of South Carolina, Huey Long of Louisiana, Eugene Tal- 
madge of Georgia, “Alfalfa Bill’ Murray of Oklahoma, and similar 
“panderers to the pride and prejudices of their white constituents.”** 
The group of intellectuals who constituted the Southern Agrarians had 
pointed to these problems in support of the argument that it was 
necessary for the South to seek to develop a society quite different 
from that of the North. What was more significant was the fact that 
men of sounder judgment, strong critics of demagogic politicians, 
were led to criticize those Southern political figures who had refused 
to participate in these attacks. Those who exercised such restraint 
were charged with being “agents of the business interests that had 
tightened their hold on Southern economic life,” and therefore “guaran- 
teeing the protection of Northern imperialist interests in the region.”®? 
John Nance Garner, Carter Glass, Walter F. George, and James F. 
Byrnes were among those who were held to “speak for the Northern 
corporate and industrial wealth which has enslaved their own peo- 
ple.”6° It did not follow that their loyalty to the South was necessarily 
questioned, however, since their subservience to Northern interests 
might be explained by the fact that they represented a subordinate 
part of a great capitalistic country.*+ 

The tariff, discriminatory railroad rates, monopoly, and absentee 
ownership of southern resources and industrial operations by large 
corporations were the principal targets. In each case the South was 
forced to accept policies developed and applied from outside the 
region. There were differences in emphasis, but each or all these 
together could be looked upon as tools utilized to prevent the region 
from reaching its goals of either greater agricultural prosperity or of 
greater industrialization. Sectional conflict, which some held to be 
inevitable, resulted in a conspiracy, deliberate or fortuitous, on the part 
of the North, the large national corporations, or some financial groups, 
with the help of the federal government, to thwart the South.®> Ex- 
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posure of the conspiracy and neutralization of its weapons would per- 
mit the region, given the great confidence of the South in its resources, 
to move along the path it wished to follow. 

The tariff was, of course, an old sore. Writing in 1934, Peter 
Molyneaux reminded the South that the first suggestion by Southerners 
that “the time had come to calculate the value of the Union” had 
occurred with the passage of the 1824 tariff. He argued that the 
poverty of the South was not a product of the tenant and crop lien 
system but was a result of the fact that the region bought most of its 
manufactured goods from the North and East, while devoting its own 
energies to the production of export commodities. It was because the 
ultimate returns from their products are measured in terms of a do- 
mestic price level, maintained by a high tariff system, while the prices 
of their products are adjusted to a world price level, that the South’s 
poverty has persisted, and it is that poverty in turn which has pre- 
vented the checking in any degree of the progressive impoverishment 
of the mass of cotton farmers.86 “The outlook for the cotton states,” 
he held, “will be determined very largely by whether the United States 
follows a policy of international economic co-operation, on the one 
hand, or a policy of narrow economic nationalism on the other.”®7 

Molyneaux demanded that this “ancient wrong” be righted. “To 
say today that the national welfare requires the maintenance of the 
high-tariff policy is equivalent to saying that the national welfare 
requires the irreparable submersion, economically and socially, of the 
greater part of the population of a whole region of the country.... A 
continuance of the high-tariff policy must henceforth be more in- 
jurious to the cotton South than it has ever been in the past.” A 
Southern economist, M. D. Anderson, agreed, asserting that “The high 
protective tariff on manufactured articles . . . has the double effect 
of cutting off the South from some certain markets for its cotton, and 
at the same time raises the price the South has to pay for manufac- 
tured articles it purchases from the North.”®® 

The issue of equitable railroad freight rates was one which peren- 
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nially attracted attention throughout the nation as well as in the South 
and was a problem to which Congress had addressed itself frequently. 
The claim that the South suffered regional discrimination under the 
existing rate structure arose in 1937 when J. Haden Allredge, an econ- 
omist for the TVA, completed an elaborate analysis of the territorial 
rate structure. In transmitting a copy of the report to President Roose- 
velt, Harcourt Morgan, Chairman of the TVA, wrote that the existing 
territorial freight rate structure constituted a barrier which tended 
“to retard substantially the commercial and economic development of 
the Tennessee River drainage basin and adjoining areas in the South.”®° 
That charge became the basis for the agitation over the following two 
decades over territorial freight rates, a charge that was quickly in- 
corporated in the conspiracy thesis. 

Jonathan Daniels, writing in 1938, declared that New England pros- 
perity seems to be based on the freight differential and the tariff: “im- 
perial advantages which New England took as its loot after the Civil 
War.” There was, he continues, “some sort of bargain then, now dimly 
seen. The Negroes were sold down the river again after emancipation, 
and the price paid was a fixed economic differentiation, which left 
the whole South in slavery to New England instead of some of the 
South in slavery to other Southerners.”®! 

Interviewing Southern public officials, Daniels quotes Governor 
Bibb Graves of Alabama as holding that “the United States is divided 
into empires on the one hand and satrapies on the other by the freight 
rate differential.” Others, Daniels found, referred to the freight rate 
differential as if it were the product of an invisible conspiracy. In 
Daniels’s view, there was an historical explanation for the higher rates 
south of the Ohio, but he suspected that both the Northern and South- 
ern railways were controlled by the same banks. “Was it possible,” he 
asked, “that the great railroad investment north of the wall must be 
protected at all costs, that the migration of manufacture to the South 
must be watched lest Northern traffic be threatened?” And must then, 
the Interstate Commerce Commission, “acting in the public interest, 
take no action that would threaten this section? Was it, in sum, possi- 
ble that the course of economic history had made the stability of the 
American system depend upon that region and simultaneously, was it 
to the advantage of finance capital that it remain so?” Daniels con- 
cludes that it may be “that the cruelcst aspects of conqucst were not 
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involved in Reconstruction in the South but in the use of national 
powcr to entrench scctional advantage clsewhere over the South.”? 

Ellis Arnall, then Governor of Georgia, was a leader active in the 
campaign for revision of railroad rates. He demanded the “abandon- 
ment of a colonial policy toward the Southern and Western States,” 
deelaring that this cxploitation was “morc wasteful than that praeticed 
by the most grecdy of European powers in Afriea or the Pacifie.” “Only 
exploitation,” he asserted, “can account for the enormous waste of 
human and natural resourees. Why werc not thesc people cngaged 
in more intelligent farm operations, planting crops that would not loot 
the earth of the stored richness that they were obligated as men to 
leave as a Icgacy to their children’s children? Why were not any of 
them cngaged in industrial cmployments?’®? Arnall complained fur- 
ther that federal grants-in-aid programs to the aged, to highways, to 
dependent children, to public health and to vocational rehabilitation 
were deliberately intended to maintain colonialism, since they were 
predicated upon an ability to match federal funds with the result that 
‘Southern states must levy crippling taxation or provide inadequate 
services. 

Less pugnaeiously, Hodding Carter told millions of readers that 
before the South can conquer its bigotry, its people must be better 
educated and better paid. A higher ineome level in the South would 
climinatc most of the frictional competition among the submarginal 
whites and Negrocs. Before thesc things can be aceomplishcd, Carter 
asserted, “the South must be freed from the economic despotism im- 
posed by the North.” 

Mcn like Arnall occupied themselves also in sceking to attract new 
industries, branch plants of large corporations being attractive pros- 
peets. But others saw the South’s problems epitomized in the absen- 
tec ownership that was concomitant. M. D. Andcrson felt strongly on 
the mattcr. “Another factor to be reckoned,” he said, “is the financial 
eontrol of the national banking mcchanism by Northern and Eastern 
interests. By means of this control, the rich resources of the South, 
other than cotton (petroleum for instancc) are bought at relatively 
low priccs by concerns operating under Northern eontrol and owner- 
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ship, and the products are sold back to the South and to other regions 
at a stiff profit, impoverishing the people who might have developed 
these resources to their own advantage if they had had financial con- 
trol.” 

The distinguished Southern historian, Walter Prescott Webb, joined 
in the attack, declaring that “whereas the South and West have within 
their boundaries most of the natural wealth of America,” the North 
“has gathered practically all the economic fruits of a nation’s industry 
and labor.”° This, Webb held, had been accomplished by the two 
hundred largest Northern corporations supported by the federal gov- 
ernment by a variety of devices. Among these were the tariff and 
the federal patent policy, which operated as a government subsidy to 
the North. Taking his cue from the widespread interest at the time 
in the concentration of power in large corporations, Webb urged re- 
forming the structure of the nation’s business organization by repeal- 
ing that part of the 14th Amendment to the federal Constitution which 
protected the corporation as a legal person. 

Assistance came also from an influential Northern source as Thur- 
man Arnold adapted his crusade against monopoly to aid in the ex- 
posure of the exploitation conspiracy and at the same time invited 
Southern support for his efforts. Arnold argued that the relationship 
between the industrial East and the South and West had developed 
along colonial lines with the East functioning as the Mother country. 
The East had garnered to itself the raw materials of the other two 
regions and exploited them by selling them “manufactured necessities 
at artificially controlled prices.” Since the East was the principal 
source of both the capital and organization applied in the development 
of the South, it controlled that development “in the way which would 
contribute the most to its domination.” In the process “the competi- 
tive energy of the South and West has been stifled.” As a result, local 
independent capital disappeared and local independent enterprise has 
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constantly been handieapped, with the farmer the chief vietim. This 
was aecomplished through the “age-old principle of colonial empires”: 
tightly organized cartels which controlled supply, transportation, and 
distribution “in such a way as to put new competing enterprise in the 
colonies under a continuing handieap.”®” 

Monopoly was not viewed primarily as a source of injury to the 
South because of the higher priees that might prevail on Southern 
purehases. The Justice Department was not aceused of dealing with 
Southern instanccs of monopoly in any way differently from the man- 
ner with which it dealt with monopoly elsewhere; in fact, monopolies 
would tend to be national in scope and to have nation-wide effeets. 
The problem was the possibility that monopolistic control over South- 
ern resources might result in rates of resouree utilization lower than 
would be the case undcr competitive conditions. There were suspi- 
cions and charges that such was the situation in the Birmingham coal 
and iron industry.°* That industry had not expanded in accord with 
the rosy prospects held out when the United States Steel Corporation 
entered the area.®® 

George Stocking supplied data supporting the view that the 
Birmingham steel plants enjoyed the lowest costs in the nation’s steel 
industry on some basie products. The growth of the Birmingham 
industry did not reflect sueh advantages. The basing point pricing 
system, Stocking held, placed Southern steel fabrieators at a disad- 
vantage in supplying their “natural market” and restricted the size of 
that market while the United States Steel Corporation “subordinated 
the management of its southern properties to the combined interests 
of its national opcrations.”1 

Meanwhile the nation had entered upon World War II. The 
ehanges that might be brought about were not foreseen; instead, the 
possibility that the South would suffer damage through loss of foreign 
markets without participating in production of war materiel gave sup- 
port to the imperialistic thesis. Frank L. Barton, one of the few eeon- 
omists who supported this point of view, pointed out that orders for 
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war production were not going to the Southern states in significant 
volume, partly because Southern firms were handicapped by high 
freight rates in bidding on war contracts. Admitting that heavy in- 
dustrial capacity simply did not exist in the Southeast, that the freight- 
rate structure alone should not be blamed for the present lack of 
industrial development in the South and West, and that those residing 
in the South must shoulder part of the blame, he asserted that “it 
seems that the freight-rate structure is a manifestation of a funda- 
mental situation in the national economy—a part of the design in the 
national economic pattern.”!°! That design, Barton felt, was well 
described in Thurman Arnold’s exposition. 

The South was soon to be assured by the Chairman of the War 
Production Board that it was the nation’s Opportunity No. 1,!°? and 
the region did participate heavily, though somewhat belatedly, in the 
war effort.°3 Though that participation had great impact, the im- 
perialistic theme persisted. A Southern historian observed that “it 
was the task of outside capital to direct Southern manpower and re- 
sources toward performing their share in the war effort.”!°* Purchases 
by Northern interests of Southern-owned textile mills proved that 
absentee ownership was still much in evidence. A Northern journalist 
labeled Texas—the Southern state which enjoyed the greatest industrial 
expansion during the war—“New York’s most valuable foreign posses- 
sion.” During the war, it was held, monopoly strengthened its hold 
everywhere, so that “the South will continue to ship out huge sums in 
interests and profits.”105 

In 1947 Wendell Berge, then Assistant U. S. Attorney General, 
assured the Southern Economic Association that: “Absentee ownership 
and control of Southern industry and economic assets are still very 
much in the picture. They represent, basically, the major economic 
problems of the South.” Though railroad rates remained a problem, 
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the South, he held, must be especially concerned with monopoly be- 
cause it “has many new industrial capacities which will be a target for 
monopolies seeking to extend their control.” The total cost of such 
monopolies, Berge said, is incalculable, “but it has been estimated that 
the price paid by the South for the existence of just one monopoly, 
that in commercial fertilizers, was great enough to have provided a 
college education for every high school] graduate of the southern 
states.” He added ominously that “at the present time, such factors as 
the control of technology, of research, and of ‘know-how’ are far more 
likely to be the basis of monopoly power. Where these are not sufhi- 
cient, the whole array of ingenious devices may be employed to sub- 
stitute monopoly power for the free play of competition in the mar- 
ket.”106 

Acceptance of the exploitation doctrine logically called for com- 
pensation of some kind, and the approach of the end of World War II 
provided the opportunity to make such demands. Adherents of the 
conspiracy thesis werc not the only proponents of federal reconversion 
policies that would discriminate regionally in the lifting of wartime 
priorities and in disposal of war plants—but they pressed their pro- 
posals most vigorously. Spokesman for such a policy in the U. S. 
Congress was not a Southerncr but Senator Pat McCarran of Nevada. 
As Chairman of a Special Committee to Investigate Industrial Decen- 
tralization, Senator McCarran submitted a report which asserted that 
“Our major industries have fought a desperate and ruthless battle, 
subverting our whole transportation system to their purpose, to deny 
the West and South the industries they can support and to which they 
have every right.” To redress the alleged wrongs, McCarran pro- 
posed a program for the South as follows: 


1. Immediately the World War ends, production, particularly of 
chemical products, textiles, clothing, ammunition, and shells should be 
shifted to this area. 


2. Government-owned plants and war surpluses should be so disposed 
of as to allow maximum encouragement to new industries in this area. 


3. Through federal aid, research and technological assistance should 
be provided so as to encourage more indigenous operation and owner- 
ship of local industries. Changes in freight rates must be pressed 
immediately to make it possible for new industries to meet competi- 
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tive prices on the Nation’s markets. Precautions must be taken not to 
sacrifice the raw-materials producers in this region, as well as the 
seventeen Western states, to the policy being pressed in industrial 
circles to make this Nation primarily an exporter of producer’s goods 
and a large-scale importer of raw materials.1% 

McCarran’s efforts aroused little support in the Congress, and with 
that failure ended significant efforts to carry the conspiracy thesis to 
its logical conclusion. The thesis nevertheless continued to have ad- 
herents. One of the most vigorous and unqualifiedly defiant assertions 
of this point of view appearcd in 1952 and components of the doctrine 
continue to appear in the literature.?°° 


Evaluation of the Conspiracy Approach 


The claim that a conspiracy exists is a common reaction to a 
difficult and possibly disagreeable problem. This approach is attrac- 
tive because it absolves of responsibility and offers a solution through 
identifying the culprits, bringing them to justice, and levying com- 
pensation through political or legal action. The alternative of accept- 
ing full responsibility for the problem is unpleasant and may appear to 
impose an impossible burden. As in the present instance, conspiracy 
explanations typically rest upon assumptions regarding the relative 
importance of the factors involved in a situation, with emphasis being 
placed on those which support the charge while others are ignored. 
A conspiracy thesis also rests typically upon overly simplified concepts 
of economic, political, and social relationships and upon naive concepts 
of the constraints which operate upon those who seem to personify 
power and influence. These are characteristics of the conspiracy 
approach that render any specific reply difficult, if not futile. 

No social scientists undertook a direct critique of the conspiracy 
thesis. Each of the specific charges was, however, analyzed and 
cvaluated effectively, if somewhat belatedly, over the five years imme- 
diately following the war. A comprehensive analysis which repre- 
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sented a broad consensus of most economists on the issues was made 
by Calvin Hoover and Benjamin U. Ratchford, another by the Com- 
mittce on the Southwest Economy.1!° 

The tariff.—The tariff has been the hardy perennial of conflict be- 
tween the North and South. Southern views, however, had long since 
become increasingly divided, particularly as industry became impor- 
tant. Thcre were two opposed positions with many variations in be- 
tween. 

One was thc traditional position which looked upon the South as 
an exporter of raw materials to world markets and which objccted to 
any restraint upon its freedom to sell in such markets as well as its 
freedom to buy manufactured goods. Free trade in world markets 
guaranteed protection against Eastern monopolies. This point of 
view was bascd on a commitment to an agrarian society and made no 
provision for the South’s industrial development. 

A sccond position not only made no objection to tariffs but favored 
them as a source of protection of established interests or as a method 
for promoting more rapid industrialization. William Hicks as early 
as the 1870's argucd that through protectionism the South could 
achieve equality with New England. 

William J. Robertson in more rccent years held a similar position, 
suggesting that “the South demand a protective tariff that would be 
designed to benefit the nation as a wholc.”!!2_ An increasing numbcr 
of textile manufacturers took positions favorable to the tariff as the 
industry encountcred stronger competition from world produccrs. 
Sugar and cattle intcrests also tended to be pro-tariff. 

Whatever the effect of the tariff on the South’s historic cconomic 
position, in the 1930’s the region was far from united on the issue. 
The world situation had, moreover, become exceedingly complex, with 
tariffs mcrely onc of a wide variety of interferenccs with world trade. 
In Cordell Hull, the South had a strong advocate of its traditional 
point of vicw in a position of high responsibility. By that date it was 
prompt and effective quictus to useless, mcaningless, even to false theories.” In 
Introduction to Alfred C. Neal, Industrial Conccntration and Price Flexibility 
(Washington, 1942), p. vii. 

110. Hoover and Ratchford, Economic Resources; “The Southwest” (Report of 
the Committee on the Southwest Economy to the President’s Council of Eco- 
nomic Advisors, Washington, 1952). “The Southwest” includes an analysis and 
the critical appraisal of the notion of colonialism as applied to the region. (Chap. 
IX, pp. 6-8.) 
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clear that the tariff was a national question that reflected differences 
in industry groupings rather than sectional interests.11* In the 1940's, 
the South’s dependence on foreign trade in agricultural products de- 
clined further while the operation of agricultural price support pro- 
grams operated very much to the region’s advantage, since her farm 
products were sold in world markets at prices that represented a sub- 
stantial subsidy. Meanwhile, the region’s interest in foreign markets 
for manufactured products continued to increase while Southern manu- 
facturers were increasingly concerned with competition from abroad. 
The tariff argument as used by the conspiracy school was then ob- 
solescent, and the fact that it was employed is open to the interpreta- 
tion that it was conceived of not so much as an economic issue as an 
identification with internationalism which “served to set limits to 
the South’s integration into American culture.”!}+ 

Railroad rates.—Although the charges of railroad-rate discrimina- 
tion suggest that there had been a long neglect of harmful abuses, 
such was not the case. The Southern rate structure had developed 
out of the needs of the shippers in the region and, like rate structures 
elsewhere, was under more or less continuous review either by shipper 
negotiation with the railroads or by action of the Interstate Commerce 
Commission.145 No charges of discrimination were made regarding 
the commodity rates under which much the larger volume of traffic 
moved. The charges were made by public officials rather than by 
shippers and were directed towards class rates which accounted for a 
minor part of freight movement. With regard to these rates, the 
Interstate Commerce Commission found that inter-territorial inequities 
did exist. Appropriate changes were ordered in an action which was 
upheld by the Supreme Court. 

The significance of this adjustment as it related to Southern eco- 
nomic development was probably slight. Reviewing the evidence as 
presented in the Southern Governors’ and related cases, Hoover and 
Ratchford conclude that “high freight rates are not now, and never 
were, a major barrier to the economic development of the South.”16 

113. Hoover and Ratchford, op. cit., Chap. xvii; Irish, “Foreign Policy and 
the South,” Journal of Politics, X (May, 1948), 306. 

114. Paul Seabury, The Waning of Southern Internationalism, Center of Inter- 
national Studies (Princeton, 1957), p. 14. 

115. David M. Potter, “The Historical Development of Eastern-Southemn 
Freight Rate Relationships,” Law and Contemporary Problems, XII (1947), 416— 
48. William H. Joubert, Southern Freight Rates in Transition (Gainesville, 1949) 
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“The difference in rates has not been presented in its true perspective 
and its importance has been greatly exaggerated since most traffic 
moved by commodity rates while the charges were directed at class 
rates."117 Furthermore, as Milton Heath pointed out, some of the 
differentials that existed might have been advantageous to Southern 
producers, a fact that explained why Southern shippers did not give 
significant support to the Southern Governors.1!8 

Monopoly._The sweeping charges made regarding the effects of 
monopoly on the South found few adherents. Albert S. Keister 
denied Arnold’s charges that the Northern monopolies were throttling 
the South. He pointed to the acceleration of industrialization, which 
was “proceeding ‘much more rapidly during the past generation than 
that of the country at large,” and added, “Nor is local independent 
capital disappearing in the South, if one may judge by bank deposits. 
... These evidences of capital increased between 1930 and 1940 more 
rapidly in the South than in the nation at large.”!!9 

More specific was the question of monopoly as presented by the 
steel industry. The basing point system of pricing in that industry 
was under critical attack for reasons much broader than the South’s 
interest. With the abolition of that pricing system by the Federal 
Trade Commission, there were expectations that activity in the iron 
and steel industries in the Birmingham area would be stimulated.!*° 
That no appreciable gain followed stimulated another study of the 
Southern iron and steel industry. That study observes that while 
“policies have not always been those that would stimulate the greatest 
development,” the “slow development of metal-using industries and 
the markets for steel in the South cannot be charged too heavily to 
the policies of the big iron and steel companies.” “It must be empha- 
sized that substantial progress has been made in the Southern industry 
and that the United States Steel Corporation and other steel makers 
have had an important place in that record of progress.”1*1 

117. Ibid., p. 79. 

118. Milton S. Heath, “The Uniform Class Rate Decision and Its Implications 
for Southern Economic Development,” Southern Economic Journal, XIII (Jan- 
uary, 1946), 213-37. The political significance of differences of opinion within 
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Absentee Ownership.—The South’s concern with the organization 
and practices of business, specifically with monopoly and absentee 
ownership, was a facet of a larger group of dissatisfactions with big 
business which were widely expressed throughout the Nation.!*?_ The 
basic source of concern was the fact that the emergence of very large 
business corporations appeared to have changed the structure of the 
American economic order, which no longer conformed to the abstract 
ideal of an economy of small owner-managed firms operating compet- 
itively. The depression had exposed the system as very vulnerable 
to financial difficulties and to instability in employment. Serious 
doubts were being cast upon the basic justification for very large 
firms—their superior efficiency. Moreover, the apparent ability of 
the very large firms to escape the pressure of competition raised prob- 
lems with regard to the responsibility with which their great power 
was exercised, problems accentuated by the separation of ownership 
from management.!*? To the South, the facts of very large size and 
the consequent concentration of power seemed, or were suspected of 
being, particularly serious since the region was dependent upon de- 
cisions made outside the region. 

There could be no denial that there was much absentee ownership 
of Southern resources, that much of such ownership had been wel- 
comed, and that many agencies were seeking to increase it. It has 
been the South’s experience that its business adventures outside of 
agriculture and commerce tended to fall under the control of firms 
headquartered outside the region. After the Civil War, the region’s rail- 
roads were partially rebuilt by local interests with local and govern- 
mental funds, but the task of extending the lines and consolidating 
them into systems was assumed by railroad interests from outside the 
region. The South’s early industrialization—the cotton mill movement 
of the 1880’s—originated in local enterprise applying local risk capital. 
It too, though in lesser degree, came under the control of Northern 
companies. Much the same has been true in such developments as in 
the iron and steel, furniture, rayon and synthetic fibers, petroleum and 
other industries. Instances of Southern industrialists controlling firms 

122. J. D. Glover, The Attack on Big Business, Harvard University Graduate 
School of Business Administration (Boston, 1954) surveys the criticism of “big 
business and indeed of industrial civilization” without referring to the literature 
emanating from the South. 
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which have achieved national dominance of their industries exist but 
have been limited, cigarettes and soft drinks being the major examples. 
Even such Southern contributions to technological advance as the 
production of pulpwood from Southern pine were not applied until 
Northern sources of capital and management undertook to do so. 

Given the great gap which was a result of the South’s persistent 
agrarianism, the region had developed only a relatively small group 
of men who were cognizant of modern technologies, alert to markets 
and marketing institutions, possessed of managerial competencies, and 
with access to capital resources. Though Southerners frequently did 
assume the initiative, what the South had to offer in raw material, 
untrained labor, and modest markets it could not supplement with ade- 
quate managerial and financial resources. Though other methods of 
solving its problems were not ruled out, the South chose to emphasize 
the one most readily available to it: the acceleration of industrializa- 
tion by importing the wherewithal to bring it about. 

John B. McFerrin provided an appraisal of the net effects on the 
South of this process. He argued that Southern corporations did and 
should continue to go outside the region for their capital requirements. 
The complaint that they thereby lost some control and that income was 
drained out of the region by payment of interest and dividends, he 
dismissed by pointing out that “the income would not be there .. . if 
the original capital had not been imported.”!?4 The suggestion, im- 
plicit in the objections to absentee ownership, that, if the South had 
been able to generate more capital, as out of retained profits, it would 
have prospered more rapidly is exceedingly dubious. Given a national 
market, capital will flow where the opportunities are most attractive. 

The fact is that the Southerners most directly involved operated 
from the assumption that what chance the South had of accelerating 
its growth rested on its ability to attract capital to provide the founda- 
tions of a more productive economy. The problem was not only that 
the region lacked capital but also and perhaps principally that the 
region lacked men with the ability to command the capital available 
in the nation.1?° To obtain the employment it desired, the South, his- 
torically and contemporaneously, had to join the rest of the nation in 
accepting corporate organization, absentee ownership, and, what was 

124, John B. McFerrin, “Resources for Financing Industry in the South,” 
Southern Economic Journal, XIV (1947), 61; cf. Hoover and Ratchford, op. cit.,. 
pp. 28-29. 
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perhaps a more immediate source of annoyance, outside management 
of its plants. The attacks on monopoly and on absentee ownership 
were then, in part, an expression of values held by some Southerners 
in conflict with those held elsewhere in the nation. In the words of 
one of the Agrarians, the South wanted an economy with a wide distri- 
bution of tangible capital properties—a kind of economy which the 
region could understand. Many non-agrarians appeared to agree. 

Their view implied a preference for the local employer, possibly 
paternalistic, as in the textile towns—though that relationship found its 
fair share of critics in the South itself. It was also naive in that it 
failed to recognize that, in the American experience, industry tended 
to become large scale, and large-scale industry over time typically 
and inevitably became an absentee-owned operation. That separation 
posed issues of policy, but they were national problems and did not 
explain the difference between the South’s economic development and 
that of the rest of the nation.!26 

If large corporate organizations presented problems, they also 
presented opportunities that escaped the nostalgia of the Agrarians, 
critics of industrialism such as Webb, and others. Milton Heath called 
attention to such opportunities when he wrote: “I do not fear for the 
future of free productive enterprise within the corporate structure. 
But there is need for a new doctrine of liberalism which comprehends 
the greatly expanded potential of the corporate organization for both 
production and consumption and which integrates the aims and possi- 
bilities of free activity in both spheres.”!?* 

The colonial-imperialistic thesis of conspiracy must be considered 
an unfortunate episode—a resurgence of a crude sectionalism—that di- 
verted the attention of some of the South’s ablest men from construc- 
tive approaches to the region’s problems. It was attractive to some 
who held the liberal belief that a more nearly perfect mobility of fac- 
tors would solve the South’s difficulties. It was also attractive to some 
who found in it an escape from the burdens they carried. The con- 
spiracy thesis shifted those burdens to others, and carried with it 
claims for compensation to be secured from the federal government. 

That the thesis dealt with significant matters is obvious, but they 
were national problems and their relationship to the South’s economic 
retardation highly doubtful. While the South’s legitimate claims were 

126. See W. Lloyd Wamer, The Corporation in the Emergent American So- 
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recognized, as in the rate cases, there is no evidence that such changes 
were .of any significance to its growth. Though it did not always 
eschew the charges and demands of the exploitation school, the main 
stream of thought and action continued to press for solutions along the 
well-established lines of promoting new industry and approving out- 
migration. 


The Immediate Postwar Years 


The most obvious impact of World War II upon the South was 
a growth in per capita income sufficiently great to reduce significantly 
the gap between average per capita incomes in the region and in the 
nation. Those gains, rising from the nation’s need for the South’s 
human and natural resources in the war effort, took the form of rapid 
industrialization, out-migration, and disproportionately large federal 
disbursements for military purposes in the South and to Southerners. 
Almost as obvious was the fact that its war experience drew the South 
more fully into the national society than had been the case at any 
earlier time. Rupert Vance made the point when he suggested that 
the region adopt as its goal “the Nation’s Future for the South.”!?8 
That future now lay unquestionably with industrialization, and the 
problem that was to occupy most attention was that of accelerating 
the volume of employment in industry. 

If accelerated industrialization was now an unquestioned long- 
range objective, there were the immediate problems of holding the 
war-time gains and moving forward from what was still a very low 
base. The South gained no special concessions in reconversion policy, 
but the early postwar period was one that saw developments of more 
fundamental significance. Most important was the reaction of the 
Congress to the general consensus that adequate provision must be 
made to deal with fluctuations in economic activity. That problem 
was dealt with by the passage of the Employment Act of 1946, which 
established the Council of Economic Advisers and the Joint Economic 
Committee of the Congress. The responsibilities assumed in the Em- 
ployment Act included not only the maintenance of conditions condu- 
cive to the promotion of maximum employment production and pur- 
chasing power in the nation but also in “any considerable portion 
thereof.” This broadening of the federal government’s activities in 
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promoting internal economic growth was to be considerably expanded 
in subsequent years, significantly changing the environment within 
which the South might pursue its objectives. 

In addition to the tasks of converting to peacetime conditions, the 
South faced the special problems of a technological revolution based 
on the now perfected mechanical cotton picker and related mechanical 
and chemical cultivation equipment. The anticipated rapid postwar 
adoption of these techniques promised serious dislocation effects upon 
the region’s agricultural population. Anxiety over such problems led 
the U. S. House Committee on Agriculture, under the leadership of 
Congressman Frank Pace, to plan hearings on the economic problems 
of the Cotton Belt. An elaborate and well-documented presentation 
was made at the Hearings held in 1947.1?° 

The Congressional Committee was presented with a program 
which, the authors said, was “designed to set free the free enterprise 
system.” “It is a program designed to meet the needs of the South by 
eliminating the handicaps that it now bears—handicaps that, if not 
eliminated, will almost certainly become so urgent that enormous 
pressures will develop in favor of large-scale Federal direction of eco- 
nomic activities. The choice is thus not a free one. Either aggressive 
steps will be begun, or economic difficulties will necessitate even more 
comprehensive action.”1%° 

The forces causing low incomes and living standards in the cotton 
South were identified as: 1. the low productivity of manpower in 
Southern agriculture; 2. the exceptionally high rate of natural increase 
of the Southern farm population; 3. the past and continuing high rate 
of soil erosion and soil depletion; 4. lack of capital; 5. educational de- 
ficiencies; 6. health deficiencies; 7. lack of skills for non-farm pursuits; 
8. the South’s infant industry status; 9. inadequate local market de- 
mand; 10. adjustments required by increased rate of farm mechaniza- 
tion.1 

The recommendations of the Committee were to “involve collab- 
oration between individuals, groups and government at federal, state 
and local levels” in a program that would: 


]. Provide financial assistance to small business through loan in- 
surance, 
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2. Carry on research and promote the application of research to 
business enterprises, 

3. Promote a transportation policy that will stimulate a more di- 
versified and a more highly finished type of industry through- 
out the Southern states. Two suggested measures were the 
greater use of class rates, based as far as possible on cost prin- 
ciples and coordination of expansion in transportation both 
within itself and with other branches of the Southern economy. 

4, Eliminate monopolistic practices that hold back Southern pro- 
duction. The committee regarded monopolies as so peculiarly 
detrimental to the South that it recommended a long-range 
study of the problem by competent public or private agencies. 

5, Eliminate interstate trade barriers, and work for the elimina- 
tion of restrictions in other regions on the use of Southern prod- 
ucts (e.g. margarine), 

6. Promote use of the large surplus war plants in the South by 
small business through plans such as multiple tenancy, 

7. Provide minimum standards of welfare and promote wage 
agreements that reflect the full contribution of workers to 
production, through adequate minimum wage standards and 
through the responsible exercise of collective bargaining, 

8. Maintain a substantially federally financed investment program 
designed— 

(a) to encourage industrial expansion or other readjustments 
that will increase productivity, 

(b) to maintain and improve both human and natural re- 
sources through Federal aid, particularly for education, health, 
and conservation; and 

(c) to moderate fluctuations in the level of economic activ- 
ity.% 

The Committee emphasized its proposal for a federally financed 
investment program. On the basis of detailed estimates of investment 
requirements, it was concluded that it “was clearly impossible for the 
region to secure from internal savings the millions of dollars that can 
profitably be invested in industrial expansion, in soil conservation, and 
in other improvements.” Since industry in the South was in an “in- 
fant” status, it was necessary to recognize that “in the opening stages 
of new industry, there occur serious but short-lived difficulties that 
often threaten survival. Yet the South’s industrial development has 
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had to go forward within the largest free trade area in the world and 
one in which its industries, from the start, have had to compete with 
well-established enterprises elsewhere in the country.” Moreover, 
local markets were inadequate. “Inadequate market demand is both a 
reflection and a cause of low incomes in the South. Limited demand in 
the South has led to caution in business expansion there and has re- 
tarded business development.”!%5 

The three-pronged public investment program was therefore held 
to be “one of the most important of the recommendations made.” The 
Committee explained that: 


The first type of public investment is intended to stimulate enter- 
prises where they are most productive. It would help workers shift 
from present unproductive jobs and locations to those where they can 
do better, relieving them of some of the costs involved that otherwise 
would hold them back. It would provide for public improvements 
that are necessary in many southern communities if private industrial 
expansion is to take place. And it would include direct investments 
in enterprises that would not be developed adequately by private 
capital of which TVA, with its numerous direct and indirect benefits 
to business and to the region as a whole, is the outstanding example. 

The second is aimed at human resources, health and education, 
housing, old age, medical care, etc., but also includes soil protection, 
clearing and draining of lands not now in use, improvement of forest 
resources, development of wildlife lands, etc. 

The third type is important to industrialization of the South since 
investment of private capital simply does not take place in periods of 
severe recession.!*4 


This program represented a transitory stage of thought. Those 
proposals that were reminiscent of the views of the conspiracy school 
received little, if any, attention. But the study included also proposals 
intended to provide an environment facilitating economic growth in 
the nation including the South. While the Cotton Belt study resulted 
in no immediate legislation, many of the suggested actions were in 
some form enacted into law over the succeeding fifteen years. 


The Committee of the South 


With the return to peace, individual scholars and organized 

groups increased their efforts to analyze the region’s problems and to 
133. Ibid., p. 557. 
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Thoughts on the South’s Economic Problems 55 


suggest programs to further its objectives. Most important among the 
organized groups was the establishment by the National Planning 
Association of a Committee of the South to “seek ways of expanding 
employment, production, markets and economic opportunity in the 
South.” Its membership represented business, academic, and govern- 
mental interests predominantly from the South but including also 
many non-Southerners.4*> The committee’s research staff, under Calvin 
B. Hoover as director, undertook a substantial research program. The 
most important result was Calvin B. Hoover’s and B. U. Ratchford’s 
Economic Resources and Policies of the South, published in 1951.1°¢ 

The Hoover and Ratchford study marks a turning point in the 
analysis of Southern economic problems. Each of the issues which 
had agitated earlier writers—issues including those that were the foun- 
dation of the exploitation point of view—was examined. As has been 
noted, many were pushed aside as superficial, as unimportant, or as 
having no causal significance. The fundamental position taken was 
that Southern economic growth was dependent upon a national econ- 
omy operating at high levels of employment. Much of the volume is 
devoted to an appraisal of the region’s human and natural resources. 
The frequently reiterated claim that Southern natural resources were 
abundant though relatively underdeveloped was examined with care. 
It was concluded that many of the claimed resources were marginal 
or sub-marginal by market standards, particularly in the case of min- 
erals. Other resources called for the application of conservation poli- 
cies. The overall view of the South’s resource base was cautious and 
restrained. “Low per capita income in the South,” they said, “stems 
from a low ratio of natural and capital resources to population.” Re- 
garding human resources, the report pointed out that “the low status 
of the population in education and in training for industrial production 
accentuates the poor ratio of natural and capital resources but the 

135. The organization, financing, procedures, and research program of the 
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low level of educational opportunity likewise reflects low per capita 
wealth and income.”!37 

The South’s need for more industry was regarded as obvious, but 
the region’s interest was in greater selectivity so that the number of 
industries characterized by higher worker productivities could be in- 
creased. The dependence of the region upon industrialization based on 
attracting employers was mildly protested: “The need for more entre- 
preneurs who can recognize and develop profit opportunities in the 
South is probably more important than the need for capital.”1%6 

Federal action of appropriate types was necessary and desirable. 
Federal fiscal policies should be such as to encourage growth of the 
industry nationally. Taxation, which deprived firms of retained earn- 
ings for expansion, “the principal source of funds and the main driving 
force for industrial development,” should be reduced or eliminated. 
Direct federal action was desirable in the allocation of defense in- 
dustries to the South. The federal government should also provide 
financial aid for research centers and graduate technical schools in 
which the region could share. 

While the South’s problems must be dealt with by the federal 
government, this must be done within the framework of a modified 
free enterprise society. The South cannot expect special treatment, but 
federal policies can and should be such as to encourage the region’s 
growth, particularly in the agricultural and fiscal areas. Agricultural 
policies should be such as to encourage the reorganization of Southern 
agriculture, especially by stimulating the trend under way to increased 
productivity through larger, more highly mechanized farms. 

The Hoover and Ratchford study performed an exceedingly useful 
service in placing Southern resources in perspective, in interring topics 
that had claimed far more attention than they merited, in directing 
attention to the critical importance of national prosperity to Southern 
growth, and in recognizing that federal developmental programs di- 
rected specifically to the South were neither desirable nor likely to be 
obtained. In so doing, a sound foundation was laid for further analyti- 
cal efforts. A deeper understanding of the region’s problems and of 
the processes of growth was necessary if policies and programs by 
which the South might accelerate its participation in the nation’s in- 
creasingly complex society were to be improved or developed. Other 
studies of the Committee of the South contributed to that end. 
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The Determinants of Industry Location 


A second study of the Committee of the South provided the 
first large-scale survey of the factors underlying the growth of industry 
in the South by means of in-migrant industrial employers. In Why 
Industry Moves South, Glenn McLaughlin and Stefan Robock con- 
cluded that Southern industrialization was occurring in large part 
through the location within the region of branch plants of national 
concerns.!°° This growth was taking place largely because of the in- 
trinsic advantages of Southern location, of which markets was an im- 
portant element. It was further concluded that local subsidization of 
industry had played a small part, that such inducements in many cases 
had been unnecessary, and that some communities had been hurt 
rather than benefited by attracting an industry that required a subsidy. 

The McLaughlin and Robock study stimulated a large volume of 
further investigation. While the South could expect to continue to 
attract such plants, given high national levels of employment and con- 
tinued expansion of its own markets, the rate of growth that pre- 
vailed was far from adequate to absorb the region’s labor force. In 
fact, industrialization in the South, though rapid in terms of the 
region’s historic base, was occurring at national rates of growth with 
the result that the South’s share of the nation’s manufacturing employ- 
ment remained a low and constant share of the nation’s.'4° It was also 
true that Southern states and cities were competing with each other 
and with industry-hungry areas elsewhere in the nation for the avail- 
able supply of firms seeking new plant locations. Numerous efforts 
were made, and continue to be made, to identify the factors that oper- 
ate in location decision-making across a broader spectrum and also 
more specifically and in more detail than did McLaughlin and Ro- 
bock.141_ Frequently intended to provide guides to public officials 
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140. Victor R. Fuchs, Changes in the Location of Manufacturing in the United 
States Since 1929 (New Haven, 1962), pp. 23-25 ff. 

141, Among many, Joe S. Floyd, The Effect of Taxation on Industrial Location 
(Chapel Hill, 1952); James E. Chapman and William H. Wells, Factors in In- 
dustrial Location in Atlanta, 1946—55, Research Paper No. 8, Georgia State Col- 
lege of Business Administration; Business Executives Research Committee, Factors 
Affecting Industrial Location in the Southwest, University of Oklahoma (Norman, 
1954); Industrial Development in the TVA Area during 1958, Tennessee Valley 
Authority (Chattanooga, 1959). The subject continues to be an area of con- 
flicting views, e.g., Melvin L. Greenhut, “An Explanation of Industrial Develop- 


ment in Underdeveloped Areas of the United States,” Land Economics, XXXVI 
(1960), 371-79. ; 
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charged with securing new industry, the literature in part also supplies 
appraisals critical of industrial promotion programs which employ 
subsidies to attract employers.1*” 


Federal Regulation of Wages 


An issue neglected by the conspiracy school and discussed at 
length but inconclusively by Hoover and Ratchford relates to the 
differences in wage rates, specifically in manufacturing industry, be- 
tween the South and the rest of the nation.142 The issue was of con- 
cern to many who believed that not only were the lower costs of labor 
in the South the region’s chief attraction to outside industry but also 
that higher wages elsewhere stimulated out-migration. While reduc- 
tion in the wage differential would occur and be welcomed as industrial 
employment increased, any reduction in the differential by legisla- 
tion might be viewed as tending to reduce the South’s rate of indus- 
trialization and to add to the problems of reducing the agricultural 
labor force. The passage of the Fair Labor Standards Act in 1938 and 
its subsequent Amendments and, to a lesser extent, the Public Con- 
tracts Act of 1936 have been viewed by some as serious threats to the 
South’s continuing growth. 

On the other hand, the low wages paid in the South and the con- 
ditions that followed also caused concern, not only to Eastern com- 
petitive employers but also within the South.14* Demands for action 
to improve the conditions of Southern workers and for protection 
against those employers who came South for cheap labor had been 
made from time to time.4*® Virginius Dabney, for example, com- 
plained of the “carpetbaggers of industry from the north coming south 
to take up fantastic inducements which were offered without dis- 
criminating between those who paid fair wages and those who did 
not."446 During the bottom of the depression, Southern industry 
joined in the quest to establish a floor beneath which competitors 

142. The literature is critically reviewed in John E. Moes, Local Subsidies for 
Industry (Chapel Hill, 1962). 

143. See James M. Buchanan’s review of Hoover and Ratchford’s Economic 
ee and Policies of the South, in Journal of Political Economy, LX (1952), 

144. See John F. Kennedy, “New England and the South: The Struggle for 
Industry,” Atlantic Monthly, CXCIII (January, 1954), 32-36. 

145. Charles W. Pipkin, Social Legislation in the South (Southern Policy 
Papers, No. 3 [1936]); Robin Hood, Industrial Social Security in the South 


(Southem Policy Papers, No. 5 [1936]). 
146. Below the Potomac, p. 91. 
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could not drive wage rates.147 However, the Fair Labor Standards 
legislation was strongly opposed by all but a small minority of South- 
ern employers in the affected industries and by all Southern Congress- 
men. In their general view, the legislation was “outright discrimina- 
tion against the South to offset its natural advantages in the matter of 
climate and proximity to raw material.”148 

The war-induced boom in employment absorbed the immediate 
impact of the 1938 Act, but there was much concern over the long-run 
effect. The problems associated with the wage-differential attracted 
considerable attention from economists. Van Sickle led the defense of 
the wage differential, arguing that the fixing of minimum wages was 
an unfortunate departure from liberalism that introduced rigidities 
which would reduce the mobility of labor and the ability of the South 
to attract industry. “From the point of view of the agrarian South 
this law deserves to be classed with the protective tariff and the freight 
rate structure as an additional protective barrier thrown around the 
‘industrial quadrilateral,’ as an additional obstacle to diversification.”!¥® 
The Act, he held, should be amended “to make mandatory either 
regional differentials or differentials according to accurately deter- 
mined community cost-of-living studies.” 

Others held opposite views. Richard Lester found that during the 
war Southern industry had adjusted to the narrowing of the North- 
South differential without the dire consequences that had been pre- 
dicted. Many of the grounds for the differential had been disappear- 
ing or had less economic validity than they had had in past decades; 
their disappearance could help improve living standards in the South. 
“Assuming the desirability of northward migration of labor,” Lester 
argued that “there is still a question of the importance of South-North 
wage differences in such migration compared with other factors like 
job opportunities, living conditions, and social advantages. One must 
bear in mind that wage differentials in labor-market areas within the 
South are greater than the true South-North differential in most in- 
dustries.”15° 

147.H. M. Douty, Wage and Hour Legislation for the South (Southern 
Policy Papers, No. 9 [1937]), p. 8. 

148. Irish, “The Proletarian South,” Journ. of Pol., II, 252. 

149, Planning, pp. 189, 191; also the same author’s “Regional Aspects of the 
Problem of Full Employment at Fair Wages,” Southern Economic Journal, XII 
(July, 1946), 45. 

150. Richard A. Lester, “Southern Wage Differentials: Developments, Analy- 


sis, and Implications,” Southern Economic Journal, XIV (April, 1947), 391-94; 
see also the same author’s “Trends in Southern Wage Differentials Since 1890,” 
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Vance argued to similar conclusions: “If Southern industry and 
labor are to gain access to national markets, they must in the long run 
be equal in efficiency and productivity to any in the Nation... . 
Southern firms on the margin of bankruptcy cannot long be saved from 
the consequences of mismanagement by recourse to the payment of 
substandard wages.... Higher standards . . . offer industry its one 
hope of disposing of its product in mass markets once the war boom 
has passed. It is doubtful if the Southeast or any other region can 
present legitimate claims to stand in the way of the development of a 
national minimum wage”; and he urged that the coverage of mini- 
mum-wage legislation be extended.151 

The application of the 1938 minimum and the subsequent increases 
have each occurred under conditions of a buoyant national economy 
characterized by upward price level movements. Whatever impact 
the minimum wages so established may have had upon Southern em- 
ployment and the South’s wage differential as an attraction to new 
industry has consequently been obscured. Some have held that there 
have been no lasting effects.1°? Others have argued that negative 
results on Southern employment have followed, apparent or not.153 
Marshall Colberg in a recent study concludes that “basically the na- 
tional minimum wage as applied to manufacturing, at least, is a de- 
vice for waging regional warfare.”15* The recent increase of the legal 
minimum wage and particularly the broadening of coverage may well 
stimulate greater concern in this area. 


Industry Dispersal 


A new movement looking towards the decentralization of in- 
dustry originated not in the South but within the federal government 
in response to the vulnerability of large aggregations of the nation’s 
industry to nuclear warfare, augmented by the needs for additional 
productive capacity as the Korean war created increased military re- 


Southern Economic Journal, XI (April, 1945), 317-44; Hoover and Ratchford, 
op. cit., Chap. xvi. 

151. All These People, p. 485. 

152. Victor R. Fuchs and Richard Perlman, “Recent Trends in Southern Wage 
Differcntials,” Review of Economics and Statistics, XLII (1960), 297. 

153. The position of George Stigler, “The Economics of Minimum Wage 
Legislation,” American Economic Review, XXXVI (1946), 358-65. 

154. Marshall Colberg, “Minimum Wage Effects on Florida’s Economic De- 
velopment,” Journal of Law and Economics, III (October, 1960), 106, 117. W. 
H. Nicholls expresses somc doubts. Cf. Southern Tradition and Regional Progress, 
p. 169. 
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quirements in the face of a near fully employed economy. Although 
Congress considered the matter, action was taken by the federal exec- 
utive agencies in the form of two directives calling upon procurement 
agencies to place contracts to the largest degree possible in areas 
which the Department of Labor found to possess a surplus of labor. 
All other things, including price, being equal, suppliers in such labor 
surplus areas are given preference in the award of federal contracts. 

Compared with earlier interest in federal action to decentralize in- 
dustry, the current policy has attracted little regional attention. Such 
effects as can be discerned seem to be principally in the participation 
of small business in federal procurement. Federal military procure- 
ment contracts in the decade of the fifties and since have tended to 
concentrate in Southern New England and in California. Any favor- 
able effects on the South as a result of dispersal policies have been 
slight, if not negligible.®® On the other hand, the South has benefited 
in some degree from federal expenditure in the research and develop- 
ment areas. Such expenditures in the South have been very large 
relative to the narrow base of regional effort in this area. 


Changing Directions in Analysis 


The South has made substantial progress since World War II 
in building the institutional structure of a modern society. While the 
growth of per capita incomes in the region has somewhat exceeded 
the national rate, the gain has been at very low levels and the income 
gap remains very substantial. Agricultural overpopulation remains a 
serious problem, and much of that population seems to be character- 
ized by a high degree of immobility.°7 Though industrialization has 
proceeded at impressive rates, the fact remains that the South’s share 
of the nation’s manufacturing employment continues to be about 15 
percent of the nation’s, far below its proportion of the nation’s popula- 
tion. New industrial employment has not grown with sufficient rapid- 

155. For an account of the development and nature of these policies, see 
Conley H. Dillon, “Channeling Government Contracts into Depressed Areas,” 
The Western Political Quarterly, XVI (1963), 279-93. 

156. Charles E. Marberry, “Goverment Defense Industrial Activity in Rela- 
tion to the South,” Southern Economic Journal, XXIV (1958), 458-70; Maurice 
Fulton, “Plant Location—1965,” Harvard Business Review, XXXIII (March—April, 
1955), 40-50. 

157. The characteristics and significance of immobility emerge most strikingly 
in studies of smaller areas over a period of time. See Anthony M. Tang, Eco- 


nomic Development in the Southern Piedmont, 1860-1950 (Chapel Hill, 1958) 
and other writings by Tang and William H. Nicholls. 
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ity to meet the needs of the region’s labor force, has not provided the 
desired stimulus to incomes, has been insufficient to absorb the prod- 
ucts of the improving educational system, and has to a large degree 
excluded the Negro population migrating out of agriculture.1°§ 

Over this period, the nation’s economy has on the whole provided a 
dynamic environment. The federal government has and is stimulating 
technological change by very large expenditures on research and de- 
velopment. In addition, the federal government has supplied institu- 
tional machinery such as the Small Business Investment Act, the Area 
Redevelopment Act, and related legislation intended to be of assist- 
ance in accelerating growth through changes in the environment of 
private business.1®® It is significant that the programs of the federal 
government are directed to economic groupings, the geographic nexus 
being the concept of the labor market.*®° The old prohibition against 
federal action which discriminated between regions is thereby circum- 
vented. At the same time, the approach obscures the differences in 
the problems of areas seeking to climb from a low base and areas 
seeking to recover a position that was at some time in the past rela- 
tively high. 

Southern state governments have also acted to increase the activities 
of their development agencies and to provide machinery to facilitate 
the growth of business firms and particularly to aid in meeting financial 

158. Rupert B. Vance, “The Urban Breakthrough in the South,” Virginia 
Quarterly Review, XXXI (1955), 223-32; Donald Dewey, “Negro Employment 
in Southern Industry,” Journal of Political Economy, XL (1952), 270-93. Eli 
Ginzberg, The Negro Potential (New York, 1954), pp. 156, 229-30. The Com- 
mittee of the South sponsored a series of studies of Negro employment in industry: 
Selected Studies of Negro Employment in the South, Report No. 6 (Washington, 
1953-54). 

The cost of discriminatory participation in industrialization is dealt with in 
Gary S. Becker, The Economics of Discrimination (Chicago, 1957). See also 
Anthony M. Tang, “Economic Development and Changing Consequences of Race 


Discrimination in Southern Agriculture,” Journal of Farm Economics, XLI (1959), 
1113-26. 

159. A useful review of recently inaugurated federal programs is Federal Pro- 
grams of Assistance to Labor Surplus Areas, A Report of the Interdepartmental 
Committee to Coordinate Federal Urban Area Assistance Programs, U.S. Depart- 
ment of Commerce (Washington, 1960). 

160. The labor market approach would also seem to require changes in the 
traditional concepts of the region. The current high level of interest in the 
methodology of regionalism (as in the Proceedings of the Regional Science Asso- 
ciation) may be expected to reflect the statutory establishment of the labor 
market as the unit of analysis. For an example of such reaction see Selz C. 
Mayo, “Organizing for Growth and Development: The Area Approach,” in Con- 
ference on Area Development, University of Georgia (Athens, 1962), 154-170. 
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problems.*1 Efforts of state governments as well as private groups 
to accelerate industrialization continue to be based on securing indus- 
trial employers from outside: “Almost every conversation, speech or 
report is predicated on the fact that new industry must be brought in 
from the outside instead of being organized at home.”!® This is not 
to say that the sources of indigenous business firms—a highly educated 
enterprising native population—are neglected, but such long-run con- 
siderations receive little attention in discussions of the need for in- 
dustrialization. 

The persistence of the South’s economic problem has invited not 
only a continuing process of measurement and assessment but also 
has stimulated more penetrating analyses of the nature of the changes 
that are taking place and that are required. The cautions expressed 
by Hoover and Ratehford with regard to the long-run effect of en- 
couraging low-wage industries have proved well taken.1* Intensive 
analysis of the composition of state incomes by Frank Hanna con- 
firmed opinions expressed earlier that the industry-mix of the region 
compared unfavorably with that of the non-South: that is to say, a 
large proportion of Southern industry was of the type characterized by 
low productivities and low wages.1® Edgar Dunn approached the 
problem in terms of slow, stable, and rapidly growing industries, find- 
ing that the industries of the South are characteristically of the slow- 
growth type.1®& 

161. Joe S. Floyd and Luther H. Hodges, Jr., Financing Industrial Growth: 
Private and Public Sources of Long Term Capital for Industry. Research Paper 
No. 10. School of Business Administration, University of North Carolina (Chapel 
Hill, 1962). 

While sources of capital for growth are frequently an important problem, the 
facile assumption that capital is a, or perhaps the, critical factor can no longer 
be accepted without question. Other factors are almost certainly more important. 
See Charles T. Taylor, “The South’s Capital Necds and Resources, Public and 
Private,” in Economic Development—Raising the Income and Productivity of 
the South, Proceedings of the 1961 Annual Southem Regional Conference of the 
Council of State Governments (Mobile, 1961). 

162.T. D. Clark, The Emerging South, p. 276. 

163. In the areas of economic measurement and the assessment of financial 
problems, important work is being done by the research staffs of the Federal 
Reserve Banks of Dallas, Richmond, and particularly Atlanta. Bureaus of Business 
Research of the state universities in the region are also making significant con- 
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164, Economic Resources and Policies of the South, pp. 364-67. See also 
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Closely related are the conclusions reached by Stephen McDonald. 
“In recent years, there really is no significant association between man- 
ufacturing employment and per capita income.” McDonald suggests 
that the growth of manufacturing employment may be overrated as a 
source of equilibrating increases in the South’s per capita incomes. 
“Where cheap labor and low taxes, as opposed to raw materials avail- 
ability, are the chief inducements, the South may tend to attract low- 
value-added non-progressive manufacturing industries that contribute 
little—cven detract from—the South’s economic progress relative to the 
rest of the country.” McDonald is somewhat more specific than others 
have been in questioning the wisdom of continuing industrialization 
programs that try “to imitate the occupational structures of other 
regions by inducing manufacturing activities, if necessary, under terms 
of subsidization. ... In the long run, it may simply mould southern 
industry to the old economic conformations of the South rather than 
alter it in the interest of more rapid progress and earlier income par- 
ity.” To continue its growth, changes in the South more fundamental 
than those that have occurred seem necessary. McDonald suggests 
hopefully that, if full employment levels in the national economy con- 
tinue and if the momentum of Southern income growth can be main- 
tained, “it may, within another decade or so, fatally weaken those cul- 
tural peculiarities that have tended to perpetuate the South’s chronic 
condition of excessive labor resources, meanwhile helping produce 
an occupational structure best suited to the South’s own regional 
assets,” 167 

In William Nicholls’ view, “except where the South has rich sources 
of raw materials not readily available elsewhere . . . success in attract- 
ing these more desirable industries depends primarily upon its devel- 
oping a labor force with or capable of acquiring the necessary indus- 
trial skills and upon its having urban communities which are good 
places in which to live.”2° 

Aside from doubts that past policies directed to industrialization 
should be continued, there is also room for doubt that reliance upon 
the importation of industrial firms can be continued with as much 
effect as has been achieved in the past. It may be that the movement 
to locate in the South to serve its markets will slow down as those mar- 
kets are adequately supplied. Given the present technology, the labor 

167. Unemployment Problems, p. 2201. See also McDonald’s, “On the South’s 
Recent Economic Development,” Southern Economic Journal, XXVIII (1961), p. 
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requirements of Southern resources that have been brought into use 
in recent decades may stabilize at or near present levels of cmploy- 
ment. Furthermore, employment in the nation’s manufacturing in- 
dustries has been declining in relation to total employment. Employ- 
ers interested in labor of relatively low skills are likely to be 
fewer in the future than in the past, while supplies of low-skilled 
labor exist in numerous areas outside the South. Widely scattered 
about the nation are “depressed areas,” eager to secure a solution to 
their immediate needs for employment. They are following the South’s 
long-time strategy in seeking to entice a relatively small number of 
foot-loose employers. As more of such areas enter the competition for 
available employers, it is increasingly clear that this approach cannot 
provide satisfactory solutions. 

These considerations suggest that industrialization as it has been 
carried out in the past is no longer a way in which the region can hope 
to claim its part in the Nation’s future. The Nation’s future is on the 
technological frontiers. There exists a very strong tendency, histori- 
cally and contemporaneously, that the locality in which technological 
developments occur is the locality which will enjoy the fullest benefit 
of the product. New England has resuscitated itself in this manner, 
and the West Coast is enjoying rapid change on a similar foundation. 

In the South, the economic progress that has been accomplished 
does not appear to provide a broad base for accelerated growth. The 
reason, William Nicholls argucs, is that the South’s progress has 
occurred in spite of strongly inhibiting social, political, psychological, 
and philosophical elements in its cultural heritage. These are identi- 
fied as: 1) the persistence of agrarian values; 2) the rigidity of the 
social structure; 3) the undemocratic nature of the political structure; 
4) the weakness of social responsibility, and 5) conformity of thought 
and bchavior. These values, Nicholls argues, are inconsistent with the 
high rate of industrialization which continues to be necessary if the 
region’s excess of rural population is to be corrected.1® It is clear that 
successful participation in a modern economy built around a core of 
industrialization cannot be accomplished by imposing a layer of in- 
dustrial activity upon the traditional society, particularly when efforts 
are also made to inhibit change in that society.1”° 

169, Nicholls, op. cit., 15. 

170. The literature on the nature and characteristics of the South’s traditional 
society is superabundant. For an effort to analyze those contemporary charac- 
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The history of thought on the problems of the underdeveloped 
countries is significant and relevant. Within a decade, analysis of the 
problems of growth in the less developed societies moved from a pre- 
occupation with capital to concern with the political structure, the 
educational process, and the underlying value systems of these so- 
cieties. These subjects have not been neglected in analysis of the 
South’s problems.171_ They have rarely, however, been considered as 
integral parts of policies looking towards economic growth. Economic 
activity is not something apart but is an integral part of a social sys- 
tem and reflects the values, attitudes, and human relationships of that 
system. This fact is particularly significant when the borrowing 
region is a part of a nation which is stimulating continuing technologi- 
cal change at rates approaching the capabilities of its population. 

The recommendations of Hoover and Ratchford, and many others, 
that the federal government provide assistance for research and for 
higher education have been provided in substantial and increasing de- 
gree. In so doing, the Federal government has made a large contribu- 
tion to the solution of the South’s dilemma of supporting more effec- 
tive educational and research efforts from a low-income base. The 
South’s share of that assistance is not, however, automatic, but is de- 
termined in an important degree by the capacity of the region's col- 
leges and universities, research organizations, and business interests to 
take advantage of opportunity. The region’s participation in these 
programs has so far been modest.’7?_ The degree to which the South 
possesses those capabilities that can contribute to the building of the 

171. E.g., Emst Swanson and John Griffing, Public Education in the South 
Today and Tomorrow (Chapel Hill, 1955); Patrick McGauley and Edward D. 
Ball (eds.), Southern Schools: Progress and Problems (Nashville, 1959), and The 


Commission on Goals for Higher Education in the South, Within Our Reach 
(Atlanta, 1961). 
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ing, Hearings of the Subcommittee of the Committee on Government Operations, 
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new technology measures the region’s future. It is useful to recall 
that Vance argued for industrialization not only or even primarily to 
provide jobs for the unemployed. Industrialization was to him a base 
upon which a new society might be built. 


It is not that the less complex economies are concerned simply 
with the employment and wage payments afforded by manufacturing. 
The proportions employed in manufacturing in a complex economy 
are not especially large nor are industrial wages always the highest. 
It is the complexity and diversity of a rich economy that the more 
backward States desire, and the development of manufacturing ap- 
pears the first logical step to the development of such an economy. 
No one has determined the precise ratio of auxiliary services needed 
by manufacturing, but they include many in the higher levels of pro- 
fessional and technical services as well as in clerical, trade, transporta- 
tion and others in the distributive groups. Compared with the range 
of specialized occupations and skills found in New York, the occupa- 
tional structure of a State like Mississippi borders on the primitive.'*? 


The national economy has provided over the past twenty years the 
favorable conditions without which Southern progress was scarcely 
possible but which also invite greater gains than have been achieved. 
The Nation may well provide in the near future an even more stimu- 
lating environment. The South’s capacity to take advantage of such 
opportunities will determine whether the continuity of its economic 
problems can be broken. 

That capacity includes not only the ability to imitate but also an 
ability to contribute to the Nation’s objectives and thereby to its own. 
Such abilities inhere in human capacities and in organization. Both 
are a product of social policy expressed actively or passively. They 
rest on the existence and effective operation of what has been called 
the quinary group of industries; that is, those activities that result in 
the refinement and extension of human capacities, that are devoted to 
the cultivation of behavior to which men are not accustomed, that 
have the function of engendering social and economic development. 
These are industries that follow predominantly from public invest- 
ment and are also the industries which in the current situation offer 
the highest multiplier of any form of investment.1™ It will be through 

173. All These People, p. 478. 

174. Nelson S. N. Foote and Paul K. Hatt, “Social Mobility and Economic 
Advancement,” American Economic Review, Proceedings, XLII (1952), 364-65. 
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more and more effective edueation and researeh that the South must 
raise the capabilities and thereby the “bidding power” of its people. 

The forty years eovered in this review have witnessed substantial 
and basic progress in the South in building a more diverse economy, 
in creating a morc favorable environment, and in enhancing the capa- 
bilities of its basic resource—its people. There has been much un- 
eertainty and hesitancy, much eonfliet of values and doubt as to some 
procedures, some pursuit of false objectives, much preoccupation with 
problem areas that proved to be of little or only superficial signifi- 
cance, and cxeessive devotion to immediate but inadequate objee- 
tives. Meanwhile the nation has also changed so that some of the 
objeetives and procedures of twenty years ago are now obsolescent. 
Throughout, it has remained true that the economy of the South 
has evolved as the eapabilities of its citizens to respond to their 
environment have been cnhaneed. That experience suggests that per- 
sistent adherence to the fundamental task of upgrading human eapa- 
bilities is the region’s best guarantee of eontinued growth. 


Growth,” in Economic Development—Raising the Income and Productivity of the 
South, pp. 16-21, 54-59, 67-70. 


The Entrepreneurial Function: 
The South as a Case Study* 


By C. Addison Hickman 


This paper is about the entrepreneurial function; specifically, 
it deals with the exercise of that function in the South. This essay is 
designed to suggest an approach and to provide a point of departure 
rather than to produce either a tightly constructed model or a system- 
atic application of such a model. The two major objectives around 
which the paper is organized are: 1) to construct a conceptual frame 
of reference which may prove useful in examining entrepreneurship 
in a particular place and time, such as the South in the 1960's; and 
2) to place, in suggestive and tentative fashion, the South within that 
frame. 

Part I is thus concerned with establishing an approach to the 
functions of entrepreneurship. This approach is derived largely, al- 
though not wholly, from contemporary sources. It is assumed that 
present American scholarly theories of entrepreneurial functions 
mirror with reasonable faithfulness some of the actual functions of 
entrepreneurship in the contemporary United States. 

Part II attempts to utilize the approaches developed in Part I to- 
ward gaining greater understanding of the entrepreneurial function 
in the South. This section not only will tap the relatively limited 
body of work dealing explicitly with Southern entrepreneurship, but 

* 1 wish to acknowledge a specific debt to two persons who have given un- 
stinting assistance. Mr. Girish Trivedi participated in the search of the literature 
that helped to make possible the first half of the paper, and he was a source 
of continuing support during the final weeks preceding the completion of the 
Conference draft. Mr. David Baumgartner has been helpful in the subsequent 


revision of the paper, especially through his tough-minded and critical evalua- 
tion of the Conference draft. 
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also will relate what seem to be relevant aspects of the Southern eco- 
nomic, political, and social structure to entrepreneurship. 


Part I: Approaches to Entrepreneurship 


Part I has three sections. The first section attempts to sketch, 
in brief and cursory fashion, a little of the abortive history of the 
traditional concept of entrepreneurship. The second section describes 
some contemporary concepts, largely of American origin, which at- 
tempt to redefine the entrepreneurial function in the light of the 
modem business organization and the economic, political, and social 
environment in which the firm is now placed. The third section 
attempts to examine certain aspects of the internal and external en- 
vironment of the firm which assume relevance in terms of the redefined 
entrepreneurial function. 


Traditional Concepts of the Entrepreneurial Function 


There has been paradoxically little attention paid to the na- 
ture of the entrepreneurial function. During most of the past two 
centuries, during which time business enterprise has played a leading 
role, the entrepreneurial function has been either ignored, described 
only in fragments, or related meaningfully merely to a particular time 
and place. The term “entrepreneur” was introduced to the literature 
by Cantillon in the eighteenth century. His entrepreneur, usually a 
farmer or merchant and a risk-bearer, purchases goods at a certain 
price to sell them again at an uncertain price because he cannot 
know the extent of the demand. Cantillon’s entrepreneur is essential- 
ly a functionary of the market structure, but as Schumpeter has ob- 
served, he is nevertheless involved in the functions of direction and 
speculation that “do enter somehow into entrepreneurial activity.”! 

There have been varying explanations for the spasmodic and half- 
hearted attention paid to the entrepreneur since Cantillon first at- 
tempted to popularize the term. N. S. B. Gras believes that this 
conceptual void stems from the disposition in economic analysis “to 
stress the physical.”? He states that this tendency was given strong 

1, Joseph A. Schumpeter, “Economic Theory and Entrepreneurial History,” 
in Change and the Entrepreneur, Research Center in Entrepreneurial History 
(Cambridge: Harvard University Press, 1949), p. 64. 

2.N. S. B. Gras, “Capitalism—Concepts and History,” in Enterprise and 
Secular Change, eds. Frederic C. Lane and Jelle C. Riemersma (Homewood: 
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early support and impetus by the Physiocrats, with their emphasis 
upon land as the sole productive factor. Land, labor, and capital, 
being physical and tangible, have received far more emphasis than 
entrepreneurship. 

Another explanation for the persistent neglect of entrepreneurship 
in economic analysis is that this function has been so much in evi- 
dence in the actual economy that it has been taken for granted. 
Arthur H. Cole made this point in 1946, before the recent upsurge 
of interest in entrepreneurship, when he stated that interest in eco- 
nomic history has tended to center on the new and novel, while “the 
restless, innovating businessman could be taken for granted, a wholly 
familiar figure, even as, a hundred years ago, McCulloch thought 
that free trade was a self-evident truth.”8 

John E. Sawyer elaborates this explanation, noting that “. . . this 
relative absence of analysis did not reflect any absence of entrepre- 
neurs, vigorously and visibly performing their tasks . . . The explana- 
tion seems to fall rather at the opposite pole: in the abundant presence 
of classical individual entrepreneurs performing their role so ‘natural- 
ly’ amidst the institutions of their time that their existence and func- 
tion could be—and was—assumed to be universal. Analysis rarely 
concerns itself with the obvious; and so, here, a highly specialized 
performance in a given time and place was taken as a given, a con- 
stant in human affairs requiring little scrutiny.” These assumptions, 
Sawyer adds, were not particularly crippling in nineteenth-century 
England. It was only with wider horizons of time and place that 
entrepreneurship could be seen to be not only complex but also not 
necessarily to be taken for granted. 

Still another answer that has been suggested as to why the entre- 
preneurial function was so long neglected is the nature of nineteenth- 
century methodology in economics. Cole claims that Ricardo is the 
villain of the piece, diverting attention to long-run conditions, static 
analysis, and the deductive method, away from the short-run, repeti- 
tive forces productive of change.® Cole adds that Ricardo also failed 
to follow up the suggestion of Cantillon and Say that the entrepreneur 

3. Arthur H. Cole, “Approach to the Study of Entrepreneurship,” in Enter- 
prise and Secular Change, p. 182. This article was originally published in the 
Journal of Economic History, 6, supplement: 1-15. This is essentially the Presi- 
dential address of the 1946 annual meeting of the Economic History Association. 
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should be distinguished from the other agents of production. Rather, 
asserts Cole, Ricardo treats economic principles and ignores business 
leaders as agents of change. Say, although not emphasizing adventure 
and innovation, does stress the entrepreneur as a crucial economic 
agent who unites and employs the factors of production, who pays 
the factors, and who reaps profits. Ricardo represents in this matter, 
in Cole’s judgment, an influential retrogression from Say’s level of 
sophistication. 

Finally, a somewhat parallel explanation for the long-time relative 
unconcern with entrepreneurship is the suggestion that the entire 
economic system was long believed to be impersonal and to function 
automatically. Thomas C. Cochran writes, “. . . in classical English 
economic theory the concept of the entrepreneur became lost in the 
study of the operation of impersonal forces. When the term re- 
emerged in the writings of John Stuart Mill and Alfred Marshall, at 
the time when the professional, noncapitalist, manager was gaining 
importance in the real world of business, the emphasis ironically was 
put not on him but only on the man risking capital for productive 
purposes. Because of this restricted English mcaning, and the con- 
tinuing pre-occupation of economic theorists with aggregates, the con- 
cept of entrepreneurship was little used.”” 

In the twentieth century there has been at least a limited resur- 
gence of interest in entrepreneurship. Much of this new concern and 
the resultant redefinition of the entrepreneurial function date back 
perhaps a decade, although Berle and Means, Gordon and others had 
done earlier path-breaking work that was to suggest new directions 
in examining entrepreneurship. These more recent developments will 
be sketched in the next section of this paper. 

Suffice it to note at this juncture, however, that there have been 
at least two other major conceptions of entrepreneurship, both ap- 
pearing in the inter-war period, that have left a strong imprint on 
current thinking. One of these conceptions, of course, was that of F. 
H. Knight, who has focused attention within economic theory upon 
the role of the entrepreneur as the bearer of uncertainty and the 
insurer of risk. This has been a respected and influential contribution 
to the understanding of one of the traditional functions of entrepre- 

6. Ibid., p. 183. Cole quotes from Say’s Catechism of Political Economy (Lon- 
don, 1816), pp. 28-29, and from Say’s Treatise on Political Economy (London, 
1821), I, 104, 
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neurship. It has not, however, given risc to much further work along 
these lincs nor has it been espceially appropriate to an era marked 
by the large corporation, the professional manager, the separation of 
owncrship and control, and the diffusion of the entrepreneurial func- 
tion. 

The other important concept that still wields great influence is 
Schumpeter’s innovating entreprencur. This is also a valid and signifi- 
cant concept, of great appeal in a “programmed” and managerial age, 
but perhaps of somewhat limitcd contemporary applicability. Al- 
though eeonomics is in debt to this coneept, modifications continue 
to be made, and the concept has come to be regarded either as de- 
picting an ideal type or as descriptive of a somewhat special ease. 

Clarenee H. Danhof, utilizing Schumpetcer’s concept of innovating 
entreprencurship, has nevertheless constructed a typology which does 
materially streteh Schumpeter’s concept. Danhof suggests four types 
of entrepreneurship: innovating, imitative, “Fabian,” and drone. 

When Schumpceter’s concept is applicd to the current world-wide 
scene, in which underdeveloped countrics are seeking rapid ceonomie 
growth, to restrict the entreprencurial function to genuine innovation 
becomes cspecially difficult. When a technology is “adaptcd” to a 
country in a radically different stage of devclopment, with a divergent 
eulture and political order, is this adaptation or is it innovation? 

Students of ninctcenth-ccntury United States economic history, 
such as Coeliran,® W. Paul Strassman,!° and others, have also insisted 
that Schumpeter’s innovating cntreprencur was often less in evidence 
than was the cautious, carcful, rcluctant risk-bcarer. 

The cntreprencurial historians, many of whom were colleagues or 
students of Schumpeter’s, freely acknowledge the stimulation which 
he gave to interest in the entreprencur and agree that the innovating 
aspect of entrepreneurship should not be minimized. They do sug- 
gest, however, that work must now go bcyond this point. One of 
the fullest statements on this mattcr made by a member of this group 
is by Sawyer.!! Noting that Schumpeter was decply rooted in Conti- 
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nental traditions and remaincd deeply committed to their values, he 
suggests that this may account in part for the dramatic form which 
Schumpeter gave to the entrepreneurial role and to his emphasis on 
its historic novelty. Sawyer states, “The heroic entreprencur became 
and remained the heart of his system, the ultimate dynamic of the 
process, the ‘pivot on which everything turns—and the figure and 
fiction that fascinated him to the end. While subsequent inquiry has 
departed from his conception, as we shall see, there can be little dis- 
pute about his part in placing the question squarely before modern 
economics and giving momentum to its historical investigation.” 

Sawyer poses a paradox: Schumpeter, who gave such thrust and 
importance to the entreprencurial rolc, so identified and circumscribed 
it that he almost closed the door to further investigation of its actual- 
ly diffused and varied set of functions. First, Schumpeter identified 
with vitality and concreteness the entrepreneurial function with a 
particular set of agents in a particular place and era. Despite rcfine- 
ments, his conception was appropriate to the innovating giants, the 
bearers of great visions and risks, the Fuggers or Rothschilds. But 
Sawyer asserts, “Schumpeter’s sun was an arbitrary shaft, however. 
It shone only on the few who were exercising a striking role in a 
striking way at a striking time. It was, he insisted, a limited and 
localized phenomenon. With the passing of that era, clouds such as 
had earlier obscured the question might have again descended and 
veiled anew the presence of the several functions in varied guises.” 

The second way in which Schumpeter inadvertently almost closed 
off the study of entrepreneurship was in what Sawyer terms “the 
excessive clarity of his argument.” His definition is so sharp and 
categorical, the force of illustration which accompanies it is so strong, 
that the concept is pressed beyond the rcal world of the twentieth 
century. Thus “... the categorical differentiation between innovation 
and adaptation, between entrcpreneur and manager, between crea- 
tive and imitative arc distinctions that must yield to the relcntless 
erosion of degree. Similarly, any cffort to fix the locus of the dynamics 
of economic processes in a single historic form or a single economic 
actor cannot weather the tests of time and comparative observation.” 
A double paradox in the history of entrepreneurial studics thus 
emerges: “. . . a function little recognized in nineteenth-ccntury eco- 
nomics when in full flower, might have been reinterred by the very 
insight that did most to unearth it in the twentieth.” 
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Contemporary Concepts of the Entrepreneurial Function 


Although Schumpeter’s innovating entrepreneur and Knight's 
bearer of uncertainty continue to loom large in the literature of eeo- 
nomies, new coneepts of entrepreneurship are now gaining inereasing 
support. These eoneepts tend to refleet the growth of the large eorpo- 
ration, the inereasingly complex internal organization of the firm, and 
the ramified economie, political, and social environment in whieh the 
present-day firm operates. The newer econeepts reflect not only a re- 
examination of the theory of the firm but also scholarship in industrial 
organization, managerial economics, management seicnce, organiza- 
tion theory, entrepreneurial history, and other contemporary “disei- 
plines in embryo.” 

In a sense, much of the contemporary emphasis upon the man- 
agerial and environmental context of entrepreneurship was fore- 
shadowed by Alfred Marshall. As early as 1890, Marshall wrote: “The 
task of direeting production so that a given effort may be most effee- 
tive in supplying human wants is so diffieult under the eomplex 
eonditions of modern life, that it has to be broken up and given 
unto the hands of a speeializcd body of employers, or to usc a more 
general term, of businessmen, who ‘adventurc’ or ‘undertake’ its risks, 
who bring together the capital and the labour required for the work, 
who arrange or ‘engineer’ its general plan, and who superintend its 
minor details.”2? 

The Marshallian concept is more nearly relevant to the conditions 
of twentieth-eentury ceonomie life than were most of the earlier 
visions of the entrepreneurial funetion. Yet it has been claimed by 
Frederiek H. Harbison and Charles A. Myers that even this concept 
was limited in at least two respcets.1% First, Marshall assumes for 
purposes of abstraction that the qualities of entrepreneurship are 
found in one person, rather than in a hierarehy of individuals sueh as 
those funetioning in the contemporary corporation. Seeond, Marshall 
seems to envisage the businessman as performing in a relatively pas- 
sive manner and adapting to fixed cxternal conditions, rather than 
also leading, influeneing, and modifying that external cnvironment. 

Marshall furnished a bridge, however, from nineteenth-century 
concepts of entreprencurship to those now in vogue. As Sawyer notes, 
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Marshall was not alone in moving in this direction.‘ Sombart, Weber, 
and others also approached entrepreneurial motivation and behavior 
from a new and broader vantage point. 

In the contemporary era, a host of concepts of entrepreneurship 
and the entrepreneurial function are evolving in the wake of these 
early foreshadowings of an organization-oriented, environmentally- 
conditioned approach. Some of these concepts seem, on the surface, 
to stress the traditional notions of venturesomeness and leadership, 
but even here the new society is mirrored. Still other contemporary 
concepts of entrepreneurship also grope for relatively simple explana- 
tions but again within the complex modern setting. Certain other 
concepts of entrepreneurship are openly eclectic and include a vast 
range of activities under the entrepreneurial function. Finally, two 
approaches make a frontal attempt to redefine entrepreneurship in 
complex contemporary terms. The entrepreneurial historians, with 
their emphasis upon the complexity, variability, and cultural relativity 
of entrepreneurship, have furnished one of these approaches. The 
organization theorists, and those attempting to apply organization 
theory, have furnished the other. In the pages immediately to follow, 
this spectrum of redefinitions will be sketched. 


The Venturer or Leader 


Even those current definitions of entrepreneurship which tend 
to retain an emphasis upon venturesomeness or that accent leadership 
tend increasingly to include these aspects of the function within the 
context of the organization and its economic and social environment. 

Edith Penrose defines enterprise in these terms: “.. . for our pur- 
poses it can usefully be treated as a psychological predisposition on 
the part of individuals to take a chance in the hope of gain, and, in 
particular, to commit effort and resources to speculative activity.”!® 
The decision of a firm to investigate the prospective profitability of 
expansion is a basic ‘enterprising’ decision, because it is based not so 
much upon sober calculations as upon a willingness to make some 
calculations. 

In making such decisions, Miss Penrose notes, a sharp distinction 
must be made between entrepreneurial competence and managerial 
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competence, necessary though the latter may be. Distinctive qualities 
of entrepreneurial services include versatility, ingenuity, ambition, 
and, of course, judgment—qualities perhaps not unsuitable to 
Schumpeter’s innovating entrepreneur as well. 

Yet Miss Penrose concludes, as a preface to much of the remainder 
of her study: 


To a large extent, however, the problem of entrepreneurial judgment 
involves more than a combination of imagination, ‘good sense,’ self- 
confidence, and other personal qualities. It is closely related to the 
organization of information-gathering and consulting facilities within 
a firm, and it leads into the whole question of the effects of risk and 
uncertainty on, and of the role of expectations in, the growth of firms. 
These aspects of the matter can be made an integral part of the 
analysis of the growth process, because the ‘expectations’ of a firm— 
the way in which it interprets its ‘environment’—are as much a func- 
tion of the internal resources and operations of a firm as of the person- 
al qualities of the entrepreneur. 


The “leader” is presumably also a figure of at least potentially 
heroic proportions who could be venturesome, creative, and inno- 
vating. Yet contemporary studies of leadership place increasing em- 
phasis on the persuasive and coordinating aspects of the role and 
especially upon the relationship between the leader and the organiza- 
tion, 

Philip Selznick argues that the executive becomes a statesman as 
he moves from administrative management to institutional leader- 
ship.1® This shift in role involves viewing the organization as an in- 
stitution, which is more than an organization with its formal system 
of rules and objectives. An institution is “. . . more nearly a natural 
product of social needs and pressures—a responsive, adaptive organ- 
ism. Institutionalization is a process. It is something that happens to 
an organization over time, reflecting the organization’s own distinctive 
history, the people who have been in it, the groups it embodies and 
the way it has adapted to its environment. Of special importance: the 
degree of institutionalization depends on how much leeway there is 
for personal and group interaction. To institutionalize is to infuse 
with value beyond the technical requirements of the task at hand.” 

Derived from this general point of view is a concept of leadership 
which is directly related to the broader organization experience of 
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which it is a phase. “The leader is an agent of institutionalization, 
offering a guiding hand to a process that would otherwise occur more 
haphazardly. He is primarily an expert in the promotion and pro- 
tection of values.” These comments, although relevant to leadership 
per se, may also be applied to leadership within the economy. 

Alex Bavelas links leadership even more explicitly to the organiza- 
tion when he distinguishes between leadership as a personal quality 
and leadership as an organizational function. Bavelas notes, “The 
first refers to a special combination of personal characteristics; the 
second refers to the distribution throughout the organization of de- 
cision-making powers. The first leads us to look at the qualities and 
abilities of individuals; the second leads us to look at the patterns of 
power and authority in organizations.”!7 Early studies of leadership, 
he adds, dealt almost entirely with personal qualities; contemporary 
studies are focusing with increasing frequency upon the function. 
This parallels, perhaps, the recent shift in emphasis from the entre- 
preneur as a person to preoccupation with the entrepreneurial func- 
tion or entrepreneurship. 

Under the organizational function concept of leadership, one does 
not ask about an organization, “Who is the leader?” but rather, “How 
are the leadership functions distributed in this organization?” Bavelas 
concludes, “This new emphasis has not eliminated the role of personal 
leadership, but it has significantly redefined it. Under normal con- 
ditions of operation, leadership in the modern organization consists 
not so much in the making of decisions personally as it does of main- 
taining the operational effectiveness of the decision-making systems 
which comprise the management of the organization.” Thus, the 
stereotype of the leader who consults mostly himself is out of date, 
replaced by a newer stereotype of the “thoughtful executive discussing 
in committee the information supplied by a staff of experts.” Bavelas 
observes, “. . . it may be that the brilliant innovator, in the role of 
manager, is rapidly becoming as much an organizational embarrass- 
ment as he is an asset.” 


The Therapist, Balance Wheel, or Unifier 


Many other contemporary concepts of entrepreneurship lack 
much concern with venturesomeness or leadership per se. In these 
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concepts, the entrepreneurial function is tied in from the outset to 
the assumption of a large busincss enterprise, probably a corporation, 
operating in a complex environment. Thus, although these concepts 
are not eclectic in the sense of explicitly encompassing all of the 
functions that are involved in such a setting, their nominally single- 
factor explanations do reflect a new pattern of organization, a new 
environment, a new “climate.” 

Some views of entrepreneurship now stress the maintenance of 
organizational health. Chris Argyris has contended that emphasis 
should be shifted from executive development per se toward “the 
process of increasing the healthy development of the total organiza- 
tion. If one does not deeply respect the health of an organization, 
one will always be hesitant in developing a philosophy (and practice) 
to optimize organizational health.” How, then, should a going organ- 
ization begin to establish the processes that lead to health? Argyris 
suggests that the first step is for the company to define what its con- 
cept of organizational health is to include; the second step is to 
translate this concept into actual behavior so that it can be practiced; 
the third step is to develop criteria to measure and evaluate the state 
of the company. Because health is the primary concern of the organi- 
zation, its creation and maintenance must be a principal function of 
the executive, the management, the entrepreneur—whatever one’s label 
for those with final and ultimate responsibility and authority. 

Interestingly, a major exccutive has placed similar stress on organi- 
zational health as a primary concern. Crawford H. Greenewalt has 
suggested that growth has been overemphasized in recent years and 
asserts, “We look [at du Pont] to the health of business as being more 
important than growth—if one has to make a choice.”!® To illustrate 
his concept of health, Greenewalt uses this analogy: “. . . you might 
liken a healthy business to a barrel that is set to catch rain water. 
When it rains new developments, the level of the barrel increases. 
On the other hand, you have to have a drain at the bottom to take 
out those things that have become marginal and constitute a drain 
on the resources of your management. Only if you have that drain 
at the bottom will the contents of your barrel remain fresh and healthy. 
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The freshness of the contents of the barrel is really what counts for 
us. The size of the barrel will take care of itself.” 

It is not far from this concept of organizational health to the con- 
cept of maintenance of organizational balance as a primary function 
of the executive or entrepreneur. L. F. Urwick poses this conundrum: 
“Because foresight is required the leader has always to be doing two 
apparently incompatible things. He has to encourage his administra- 
tors to promote order, to maintain established routines. At the same 
time he has to protect from their wrath the originals, the inventors, 
the crazy people to whom order is anathema and an established 
routine a challenge to change it, because it is from this lunatic fringe 
that he is most likely to derive something original. They may have 
a large litter of illegitimate ideas on the way; they usually do. It is 
the leader’s job to arrange to have them drowned or otherwise dis- 
posed of and to comfort the bereaved parent.’?° 

Balance also has other requirements, of course. Marshall E. Dimock 
states, “Administration is often unbelievably complex; everything 
blends together, all being related. If the administrator concentrates 
upon one area to the neglect of others, the machine will become 
deranged.” Dimock, unlike many who stress the managerial group 
or hierarchy, sees this balance as being “. . . brought about by the. 
integration of all parts under one person and by the progress of all 
parts at the same rate.” In fact, Dimock goes on to argue, “Balanced 
individuals are also needed. Individuality is our secret weapon; team 
leadership cannot be substituted for it.” 

It is perhaps the concept of the entrepreneurial function as that 
of unifying or coordinating that best epitomizes this new emphasis 
upon the organization and its environmental context. Sir Noel Fred- 
erick Hall states, “The higher executive is fundamentally the unifier. 
The team—that is, a carefully composed amalgam of different but 
complementary specialists—has to be unified.”°? Hall also observes 
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that it is from individuals who have undergone the process of speciali- 
zation, so necessary for the operation of the firm, that the synthesizers 
and coordinators must be drawn. 

The entrepreneur as the unifier receives additional support from 
Greenewalt, whose not inconsistent concern with organizational health 
was earlier cited. Greenewalt concludes: “The best that I can offer is 
to say that the basic requirement of executive capacity is the ability 
to create a harmonious whole out of what the academic world calls 
dissimilar disciplines. This is a fancy way of saying that an executive 
is good when he can make a smoothly functioning team out of people 
with the many different skills required in the operation of a modern 
business. His most important function is to reconcile, to coordinate, 
to compromise, and to appraise the various viewpoints and talents 
under his direction to the end that each individual contributes his full 
measure to the business at hand.”?8 

The concept of the entrepreneurial function as essentially that of 
a coordinator was formulated earlier in Robert A. Gordon’s classic, 
Business Leadership in the Large Corporation. Gordon sees the man- 
agement function as divided into two major areas, direction and co- 
ordination. Direction, involving the making of decisions, may be 
spread throughout management and shared with outside interests. 
Coordination, the more important function of corporate leadership, 
includes “. . . some decision-making: establishing broad objectives, 
initiating and approving changes in key personnel and in management 
organization, approving decisions on various matters in terms of the 
approver’s interpretation of broad objectives, approving decisions on 
specific matters to avoid conflicts with other decisions.”*4 Gordon 
also notes that this function includes the exercise of personal leader- 
ship, and especially the mere possession of authority, which gives 
cohesion to, and maintains, organization. He also adds that the essen- 
tial coordination is “the residual coordination that applies to the enter- 
prise as a whole and must therefore be exercised at the apex of the 
organizational pyramid. By its very nature, this is not a function 
which can be delegated in the way that making specific decisions can 
be.”5 
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The All-Purpose Entrepreneur 


Another manifestation of the increasing complexity of entre- 
preneurship and of its new institutional setting is the growing tendency 
to define the entrepreneurial function in eclectic and all-encompassing 
terms. 

G. Heberton Evans, Jr., after pressing for a broad definition of 
entrepreneurship, one not restricted to the innovating function, finally 
concludes: “. . . the entrepreneur in each firm is the person or group 
of persons who has (or assumes) the task of determining the kind of 
business to be operated.”**> Evans acknowledges that at first glance 
this may seem to involve too many aspects to be useful for defining 
or locating entrepreneurship, but he argues that the answer to what 
kind of business a particular firm is operating really involves only a 
small number of matters. The answer will relate not to management- 
labor relations, the proper level of liquid resources, etc., but rather to 
“,.. the nature of the goods and services offered, the size of operations, 
and the clientele catered to.” Evans also states that his study of 
company histories reassures him as to the feasibility of locating in 
most firms those who are really responsible for such decisions. Even 
thus defined, however, the function of determining the “kind of 
business to be operated” remains broad and inclusive. 

Other current definitions are more avowedly eclectic. Stephen 
Enke first defines the entrepreneurial function in negative or residual 
terms: “. . . all productive contributions that are not routine human 
effort, do not involve the use of indestructible natural resources, and 
do not entail the provisions of capital funds.”°? Affirmatively, the 
entrepreneurial function includes undertaking, originating, combining 
factors, risk-taking, and “perhaps more besides.” Enke insists that 
entrepreneurship involves doing several of these things, not merely 
just one of them. He acknowledges, however, that in the modern 
corporate context entrepreneurship is diffused and that “it is invalid to 
suppose that one man will always and necessarily perform all the 
entrepreneurial functions and none of the functions of the other three 
productive factors.” 

26.G. Heberton Evans, Jr., “A Century of Entrepreneurship in the United 
States: With Emphasis upon Large Manufacturing Concerns c. 1850-1957,” in 
The Entrepreneur, papers presented at the annual Conference of the Economic 
History Society, at Cambridge, England, April, 1957, p. 50. The quote immedi- 
ately following is from pp. 50-51. 


27. Stephen Enke, Intermediate Economic Theory (New York: Prentice-Hall, 
1950), p. 454. The quotes immediately following are taken from p. 456. 
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A more colloquial version of this eclectic concept of entrepreneur- 
ship is given by John S. Gambs and Sidney Wertimer, Jr.: “Entrepre- 
neurship, which refers to the special productive service of the policy- 
making person or board of any business establishment; to the special 
contribution of the big boss—his judgment; ability to combine land, 
labor, and capital in the most fruitful proportions; labor-management 
skill; inside knowledge; market information; lucky hunches; sixth sense 
about business affairs; good contacts with persons informed on busi- 
ness and political matters; discretion; poker face; ability to pick good 
lieutenants; aplomb when testifying before legislative committees; 
and the like.”#8 

Indeed, this all-embracing nature of the entrepreneurial function, 
the disagreement as to which specific functions are crucial, and the 
diffusion of the function throughout the organization have led many 
to become disenchanted with the very concept of the entrepreneur. 
Thus some have suggested, as does James H. Stauss, that the firm is 
the entrepreneur, and that this concept will prove more fruitful than 
trying to determine the locus or nature of the entrepreneurial function 
through individual functionaries.2® Stauss insists that this approach 
does not involve substituting one elusive entity, the firm, for another, 
the entrepreneur. He adds, “With respect to the proposition that the 
firm is the entrepreneur, it must be set forth at the beginning that 
the entity known subsequently as the firm is taken as a real institution. 
As such the firm exists apart from the individuals who compose its 
decision-making organization but it does not function apart from them. 
Thus the entity is not a fiction; it is a fact.” Although the fruitfulness 
of such a conceptual short-cut is perhaps moot, the implications of 
the suggestion as a reflection of the growing complexity, ramifications, 
and elusive nature of entrepreneurship are clear enough. 


The Entrepreneur in History and Society 


The entrepreneurial historians have done much to redefine en- 
trepreneurship in contemporary, environment-oriented terms consistent 
with the dominance of organizations. Arthur H. Cole, a leader of 
this group, attempted such a redefinition as early as 1946: “Entrepre- 
neurship may be defined in simplest terms as the utilization by one 
productive factor of the other productive factors for the creation of 

28. John S. Gambs and Sidney Wertimer, Jr., Economics and Man (Home- 
wood: Richard D. Irwin, 1959), p. 55. 
29. James H. Stauss, “The Entrepreneur: The Firm,” Journal of Political 
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p. 112. 
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economic goods. But such a definition means little until we have 
answered a barrage of questions: Why? How? Through what insti- 
tutions and instrumentalities? With what concessions to the pre- 
vailing political and social environment?”*° Cole then describes entre- 
preneurship in these terms: “. . . the integrated sequence of actions, 
taken by individuals or by groups operating for individual business 
units, in a world characterized by a large measure of uncertainty, 
such action being modified in greater or less degree by contemporary 
economic and social forces.” 

In his Business Enterprise in its Social Setting, published some 
thirteen years later, Cole amplified this definition. Cole states: “Here 
I shall have in mind the purposeful activity (including an integrated 
sequence of decisions) of an individual or group of associated indi- 
viduals, undertaken to initiate, maintain, or aggrandize a profit-oriented 
business unit for the production or distribution of economic goods and 
services.”°1 He adds, “The aggregate of individuals which together 
and cooperatively develop the decisions might perhaps be denominated 
the ‘entrepreneurial team.’ It is really a team in the senses (a) that 
each person or officer plays a particular position or represents a par- 
ticular aspect of the total enterprise, and (b) that each person or 
officer is in some measure a complement of the others as far as the 
total purposes of the unit are concerned.” Cole further suggests that 
“,.. it should be specified that this entrepreneurial activity proceeds 
in relationship to the situation internal to the unit itself, the social 
group that really constitutes the unit, and to the economic, political, 
and social circumstances—institutions, practices, and ideas which sur- 
round the unit.” 

There have been some interesting and divergent reactions to Cole’s 
very inclusive concept. W. T. Easterbrook, in reviewing Cole’s book, 
holds that this definition, by embracing routine as well as innovational 
performance, blurs the entrepreneurial function. Easterbrook con- 
cedes that it may be well to drop the figure of the ‘heroic’ entrepre- 
neur, but he states “. . . there is much to be said for limiting the 
function to its creative, shaping aspects, less in terms of major achieve- 
ments or acts of synthesis than in the constant modification of struc- 
tures, situations or ideas in a continuing process of interaction.”5? 

30. Cole, op. cit., pp. 183-84. The quote immediately following is from p. 184. 

31. Arthur H. Cole, Business Enterprise in its Social Setting (Cambridge: 
Harvard University Press, 1959), p. 7. The quotes immediately following are 
from pp. 7, 8. 


32. W. T. Easterbrook, review of Cole’s Business Enterprise in its Social Set- 
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Kenneth E. Boulding, contrariwise, suggests that Cole has not gone 
quite far enough and has not been able to bring himself to “liberate” 
the concept of the entrepreneur from “the shackles of economics.” 
“Surely,” Boulding states, “the concept of the role creator, the 
organizer, is perfectly general, and the founders of sects, lodges, states, 
armies, and gangs can as readily be considered entrepreneurs as the 
founders of firms.”3? 

Sawyer credits Cole with providing a base and an impetus for a 
stream of studies that have helped to redefine our conception of entre- 
preneurial functions on broader and more useful lines. Sawyer asserts 
that these explorations, largely by the entrepreneurial historians, have 
“'. . established the concept, not of a unique figure tied to one era 
and place, but rather of a many-sided variable of complex determina- 
tion, to be analyzed for its presence or absence in various forms and 
degrees in any economy that moves.”#4 

Sawyer, in reviewing the work associated with the Research Center 
in Entrepreneurial History, concludes that several new currents of 
thought have clearly emerged. These include; 1) a shift in emphasis 
from the person to the function, and with it a more comprehensive 
conception of that function; 2) the spreading of attention from the few 
(the spectacular individual entrepreneur) to the many (large numbers 
of less conspicuous decision-makers widely diffused through an econ- 
omy); 3) a new focus, “once attention moves from the unique act to a 
range of behavior,” upon the problem of cause as falling within the 
domain of systematic inquiry. The language changes from such terms 
as “the will to command,” “men of force and intellect,” or “the mysteries 
of isolated personalities,” and the function becomes instead “. . . a 
study of characteristic patterns, a fit subject for comparative social 
analysis in all its causes and its consequences.” Sawyer adds that 
although the entrepreneurial giants were supposedly men who would 
break through anyway, whether as heroes or pirates, regardless of en- 
vironment, “no one has made any parallel claim to immunity to 
environmental influences on behalf of the many.” 


Organization and the Entrepreneur 


Somewhat parallel to the work of the entrepreneurial histori- 
ans, although along more formal lines, has been the work of the organi- 
zation theorists, notably Herbert Simon and his associates, and those 

33. K. E. Boulding, review of Cole’s Business Enterprise in its Social Setting, 
in Administrative Science Quarterly, 4:362 (December, 1959). 
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who have applied organization theory. In many ways the most fruitful 
of these organization-oriented descriptions of the entrepreneurial func- 
tion has been that of Andreas Papandreou.*® His model, featuring the 
“peak coordinator,” makes systematic application of organization 
theory to the theory of the firm, and it also lends itself to empirical 
application. 

Papandreou is not especially fond of the term “entrepreneur,” 
which he believes to have been colored by ideological usage, and he 
utilizes instead the term “peak coordinator.” He also places emphasis 
on the function of peak coordination rather than upon the person or 
persons performing it. This function “. . . has been defined as the 
supply of conscious and authoritative coordination at the apex of the 
organizational structure. Coordination, in turn, is conceived as the 
deliberate provision of communications which ‘integrate’ the strategies 
of the cooperating participants in order to produce the system of 
actions which we have named organization.”*° 

Papandreou discusses both the process of coordination within the 
firm as an organization and the process of influence upon the firm 
from the outside. In the latter connection, Papandreou adds, “This is 
just another way of saying that the firm is a component of a much 
broader cooperative system which, in its informal aspects, becomes 
coextensive with what we call society.”*7 These external influences 
involve not only the other “interest groups” and the force of the 
market itself, but also the mores, folklore, customs, institutions, social 
ideas, and myths of the society. 

Howard R. Bowen has made essentially the same point when he 
raises the question, Where does power over the firm reside?’ He 
states that there are at least two valid approaches to this question. One 
approach holds that the power of decision in a firm rests ultimately 
with those who actually hold authority, whether these be stockholders, 
“top management,” or whoever may actually possess it. Bowen labels 
the holders of effective authority and hence of power “the command” 
of the firm. Many decisions are also made, of course, at lower levels. 
The other approach to power over a firm is that such power “. . . is 

35. Andreas G. Papandreou, “Some Basic Problems in the Theory of the 
Firm,” in A Survey of Contemporary Economics, If (Homewood: Richard D. 
Irwin, 1952), 183-219. 

36, Ibid., p. 213. 

37. Ibid., p. 192. 

38. Howard R. Bowen, The Business Enterprise as a Subject for Research 
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diffused among all those who influence the actions of the firm by 
delegation, persuasion, rewards, money charges, threats, regulation, 
or other sanctions.” Power would thus rest not only with the com- 
mand but with competitors, bankers, employees, labor unions, gov- 
ernment, suppliers, customers, etc. There are thus many power cen- 
ters, not one. 

These approaches are not necessarily mutually exclusive. It is 
possible to assume, as Bowen ultimately does, that power is vested in 
the command and yet to acknowledge that this exercise of power is 
heavily influenced by the actions and power of others. The command 
thus becomes the instrument through which these other sources of 
power make themselves felt. 


The Internal and External Environment of Entrepreneurship 


The conceptual framework established by Papandreou, Bowen, 
and others suggests the desirability at this juncture of a brief explora- 
tion of the internal and external environment within which the entre- 
preneurial function must be performed. This investigation may then 
disclose a useful bridge between our study of the general entrepre- 
neurial function and our analysis of that function as it apparently 
exists in the South. 


The Internal Environment 


The story of what has happened to the size and complexity of 
the American business firm, especially the large American corpora- 
tion, is a familiar one. Likewise, the separation of ownership and 
control; the development of a managerial hierarchy or bureaucracy; 
the professionalization of management; and the diffusion of decision- 
making, and perhaps even authority, are treated in a vast and growing 
literature. 

Not quite so familiar, perhaps, is the beginning of attempts to 
examine the internal environment of the business firm from the vantage 
point of disciplines other than economics or management. These 
attempts have gone well beyond a beginning in the case of those in- 
terested in organization theory. Simon, his Carnegie Institute of 
Technology associates, and others in this constellation have gone far 
in re-examining the firm as an organization and in reformulating the 
theory of the firm. 

Attention is also beginning to be paid in disciplines such as political 
science and sociology to this complex internal environment of the 
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firm. Robert A. Dahl, for example, has made a preliminary study of 
the business firm as a political order.® Focusing upon the internal 
government of the firm, which he states has been largely ignored by 
the political scientists, he reviews the work of Drucker, Gordon, Berle, 
and others as constituting the embryo of a needed new body of 
knowledge. Dahl suggests that the bureaucratic aspects of the firm 
may also provide an avenue of approach, adding that the study of 
bureaucracy may prove to be really a special case of organization 
theory. Dahl concludes that the techniques developed by political 
scientists in studying community “power-structures” might be carried 
over almost intact to studies of the internal government of business 
firms. 

Meanwhile, the internal workings of the business firm are becoming 
the object of increasing attention by sociologists and by entrepreneurial 
historians using sociological concepts and techniques. Paul F. Lazars- 
feld, for example, has made a companion study to that of Dahl’s and 
includes in it his essay, “The Businessman’s Role.”#? The “role” 
approach has been used by several of the entrepreneurial historians, 
both in establishing conceptual frameworks and in case-studies. 
Leland H. Jenks,*! Cochran,*? Cole,** and several others have begun 
to make fruitful use of this approach. 

Perhaps the most detailed description of the internal environment 
of the firm is given by Bowen.** He believes that a firm is, to a large 
extent and over extended periods of time, a prisoner of its own history. 
It develops certain characteristics, resulting from past decisions and 
actions, which cannot be swiftly changed. These characteristics con- 
stitute a kind of culture within the enterprise. This culture impinges 
on the behavior of the firm in a fashion analogous to the way in which 
culture generally influences human behavior. There is also an ex- 
ternal culture, but more of that later. 

39. Robert A. Dahl, “Business and Politics: A Critical Appraisal of Political 
Science,” in Social Science Research on Business: Product and Potential (New 
York: Columbia University Press, 1959), pp. 5-12. 

40. Paul F. Lazarsfeld, “Sociological Reflections on Business: Consumers and 
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Among the characteristics of the firm that constitute its internal 
culture are these: 


1. Internal organization of the firm (formal and informal) 
a, Identity of the command and its position in the organization 
b. Definition of roles and location of detailed responsibilities 
c. Communication system 
(1) Within the firm 
(2) From outside the firm 
d. Control of operations 
2. Decision-making process within the firm 
a. Functioning of the command in decision making 
b. Degree of participation in central decisions by subordinate 
personnel 
c. Location of internal sources of advice and centers of influence 
—internal politics 
d. Delegation: degrce of autonomy of subsidiary persons and 
divisions 
e. Relationships with outside advisers 
3. Present components, characteristics, and obligations of the firm 
a. Sunk capital investment of the firm, which has determined its 
present size, products, location, composition of assets, methods 
of production, facilities for research, etc. 
b. Present capital structure 
c. Established marketing and purchasing channels and areas 
d. Unexpired contracts, vested intercsts that have been created, 
and expectations which the firm has aroused and which it 
would be unjust to disappoint 
e. Established reputation of the firm with customers, workers, 
suppliers, public officials, the local community, and the general 
public 
. Characteristics of the prescnt personnel as individuals: their 
unique cultural origins, experiences, personalities, motives, 
values, attitudes, intelligence, mental and physical skills, in- 
ventiveness, habits, morale, perception, interpretations, expec- 
tations 
(1) Members of the command 
(2) Other personnel 
g. Characteristics of the present personnel as a group or as sub- 
groups: the traditions, behavior patterns, symbols, values, atti- 
tudes, and roles which have come to be accepted throughout 
all or parts of the organization 
4, Over-all results of operations 
a. Profitability 
b. Security of the firm 
c. Rate of growth 


lear) 
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Implications of the Internal Environment 


The growing size, complexity, and “culture” of the business 
firm, especially of the large corporation, have certain implications for 
the shaping of the cntrepreneurial function. Some of these implica- 
tions rclate to the character of the function, the way in which it is 
performed, and its diffusion among many levels of functionaries. Other 
implications, however, have to do with the quantitative aspect of 
entrepreneurship: specifically, the demand on the part of the firm 
(and the economy) for entrepreneurial talent. 

The implications of the large, complex, and diversified business 
unit for the nature and locus of the entrepreneurial function have been 
thoroughly explored in a considerable literature. The separation of 
ownership and control and the resultant creation of a large, powerful, 
self-perpetuating managerial group has been well charted by Berle 
and Means and many since.*® This development not only has tended 
to center attention upon management as the group performing the 
entrepreneurial function, but has also diminished the former emphasis 
upon ownership and risk-bearing as major parts of that function. 

A further outgrowth of this development is the growing emphasis 
upon the professionalization of leadership within the firm.** This 
development has had profound implications for the goals of the firm; 
the internal structure of authority and communication; the relative 
emphasis upon coordination, balance and unity as against boldness, 
venturesomeness, etc.; and even the relations between the corporation 
and its external environment. 

The emergence of the business firm as a large aggregate of persons, 
operating through a complex organization, has also placed new 
emphasis upon communication and persuasion as primary functions 
of the executive. Mabel Newcomer concludes “. . . the executive func- 
tion is no longer wielded by dictators. It requires leaders who can 
cooperate and persuade.”*7 Herrymon Maurer concurs: “Dictatorship 
and dissension alike rob a large company of the basic element of any 
business decision—broad experience. Only a group of men can provide 
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the experience—and judgment—needed by a committee complex in 
organization, gigantic in size.”*8 Maurer adds, “Hence committees.” 
This recurring theme of the necessity of group management, of 
decentralization, and of heavy reliance upon the committee or board 
appears in much of the current literature in and about corporate man- 
agement. Standard Oil of New Jersey, Du Pont, General Motors, 
General Electric, and many other major corporations have urged the 
necessity and wisdom of this kind of dispersion or diffusion of entre- 
preneurial authority and function. Frank Abrams, of Standard Oil 
of New Jersey, explained, “It stands to reason that if you get five men 
together and one man is wrong, the mistake is going to be picked up. 
Or if one man has a good idea, the others will contribute to it and 
develop it.”4° Du Pont is, of course, an especially articulate and con- 
firmed advocate of this approach, the entire organization structure 
being capped by an executive committee.®° Du Pont asserts: “The 
management of enterprise today is a multiple effort drawing its 
strength from the diversity of the group involved.”54 
This dispersion or diffusion of function has led Alfred W. Stonier 
and Douglas C. Hague to suggest that the theory of the firm, although 
still useful, is no longer descriptive. They note that “. . . the largest 
and most important companies today are not run by an entrepreneur 
... Modern industry cannot point easily and equivocally to the entre- 
preneur.”°? They continue, “How then can there be a managerial 
function? One could give a paradoxical answer. Perhaps it is that 
the theory is right but the facts are wrong. This explanation may 
seem unscientific. It may be held that the duty of a theory is to explain 
real concrete facts. If the facts differ it is the theory which is at fault. 
But is this necessarily so? The analysis of the entrepreneurial func- 
tion is perfectly reasonable and internally consistent. Its only real 
fault is that it is about a hundred years out of date as far as large 
businesses are concerned, though there are still thousands of small 
48. Herrymon Maurer, Great Enterprise (New York: Macmillan, 1955), p. 209. 
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one-man firms. It is the development of joint-stock companies which 
spoils the picture.” Stonier and Haguc add wistfully, “Yct the thcory 
did apply once,” and “. . . it applies still to other facts and other timcs.” 

There is another implication for entreprencurship involved in the 
new internal structure and environment of the firm and in the cco- 
nomic and tcchnological conditions which have helpcd to producc 
the large corporation. There seems to be a relation bctwecn the sizc 
and complexity of the firm and the quantity of entreprencurial talent 
demanded. Harbison and Myers have explored this rclationship and 
advance certain propositions conccrning the use of management as an 
economic resource. These propositions, which will be uscful in 
commenting upon the demand for entrepreneurial talent in the South, 
include: 


First: “Enterprises differ both in the size and complexity of their 
activitics, and the more complex the organization the greater is the 
intensity of use of managerial resources.” 

Second: “The larger the market and the more complicated the 
market structures and mechanisms, thc greater is the intensity of usc of 
managerial resources.” 

Third: “Industries requiring large capital investment appcar to 
require a correspondingly heavy investment in high-talent managcrial 
resources. Or put in a different way, large expenditures for cquipment 
and machinery are likely to be quite unproductive unless therc is a 
corresponding investment in the technical, professional, and managcrial 
manpower to make them effective.” 

Fourth: “Innovations of all kinds require very hcavy investment in 
high-level managerial resources.” 


The External Environment 


The extcrnal environment of the firm includes, ultimatcly, the 
entire society. Hence no attempt will be made at this juncture to 
sketch all of the ramified relationships that might exist betwccn a firm 
and the industry, economy, socicty, culture and political order of which 
it is a part. This is the domain of much of the literature of social 
science and of many writings on modern America. 

There has been a renewed interest in recent ycars, however, in 
aspects of these relationships that have special relevance to the study 
of entrepreneurship. Studies havc now bccn made, for example, con- 
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cerning investment in education as investment in entrepreneurship 
and growth. A number of contemporary writers have also focused 
upon the “organizational revolution,” the interaction of interest groups 
and pressure blocs (such as the corporation, the government, and 
labor unions), the alleged (and denied) countervailing power of these 
blocs, and the effect of public opinion and public consensus.*4 

In recent years, at least two writers have attempted to make explicit 
lists of some of the external forces (facilitating, restraining, or shaping) 
that bear upon the business firm and the entrepreneur. These lists 
provide a useful checklist if one is to describe the external environ- 
ment existing for a firm in a particular culture, economy, or region. 

Joseph D. Coppock states that although it might be thought that 
the declining power of stockholders over the firm’s action has left the 
management with a free hand, this is not the case. There are many 
forces which exercise control over the firm in varying degrees. These 
include the following for the corporation (modifications for non-cor- 
porate enterprise could readily be made) :°° 


Owners: stockholders 
Management: officers, directors 
Suppliers (of labor power, things or use of things, funds) 
Households 
Other firms 
Governments 
Miscellaneous organizations 


Customers 
Households 
Other firms 
Governments 
Miscellaneous organizations 
Rivals 
Firms in the same industry 
Firms in other industries 
Governments (protective and regulatory, in general, but also often 
one or more of above categories ) 
National (directly and through international organizations) 
State 
Local 
54. See, for example, the recent books by J. K. Galbraith, K. E. Boulding, 
David E. Lilienthal, A. A. Berle, Sumner Slichter, Max Lemer, Arthur H. Cole, 
and many others. 
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Coppock agrees that power of immediate and direct decision almost 
always rests with the management, but pressures from sources such as 
these will affect decisions. The sources and extent of non-management 
control will vary from firm to firm, he adds. 

Bowen, whose checklist of the internal conditions or culture of the 
firm wc have noted, has made a comparable outline of the principal 
external influences surrounding and impinging upon the firm:*® 


1. Cost conditions 
a. Physical conditions of production 
b. Existing technical knowledge and its availability to the firm or 
to other firms 
c. Conditions, including availability, prices, and terms of sale, in 
markets in which the firm is a buyer, borrower, or renter of: 
(1) Labor 
(2) Land and natural resources 
(3) Materials and supplies 
(4) Capital 
2. Demand conditions 
a. Conditions, including extent, elasticity, and steadiness of de- 
mand, in markets in which the firm is a seller 
b. Extent of competition and potential competition and behavior 
of competitors 
(1) Firms in the same industry 
(2) Firms in other industries 
3. Governmental controls 
a. Governmental regulations and influence 
b. Taxation 
4, Informal social pressures deriving from accepted traditions, prac- 
tices, values, and definitions of roles 


a. Local community 
b. Business community 
c. General social milieu 


5. Influence or pressures exerted by other firms, e.g., bankers, sup- 
pliers, customers 


These environmental influences become fully effective, Bowen 
asserts, through decisions of the command—decisions which may be 
active, passive, or involuntary. Thus it is not merely the objective 
conditions in the environment that matter but also how the business 
command perceives these conditions and appraises their significance. 
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Implications of the External Environment 


It is apparent, of course, that just as the internal environment 
of the firm can help to shape both the qualitative and quantitative 
aspects of the entrepreneurial function, so also can the outside environ- 
ment in which the firm operates. As the firm ceases to be a free- 
wheeling entity and becomes a part of an environment that presses 
in on it from all sides, the relative importance of certain of the entre- 
preneurial functions—such as innovation, perhaps—may decline rela- 
tive to such other functions as achieving stability, balance, unity, or 
coordination. It is also possible, however, that a permissive, encour- 
aging outside environment, such as that existing in a state or region 
eager to attract or develop industry, might encourage a more nearly 
traditional type of entrepreneurship. 

An obvious additional effect of the contemporary external environ- 
ment of the firm is to extend further the diffusion of entrepreneurial 
function and authority. As Coppock and Bowen point out, the entrepre- 
neur may indeed continue to make the key decisions and be the source 
of formal authority within the firm, but this does not make him a free 
agent or allow him to escape de facto sharing of his function. Thus, 
with the entrepreneurial function diffuscd within the firm and with a 
comparable de facto diffusion involving forces outside the firm, a 
major change in the locus of the entrepreneurial function has obviously 
taken place. 

It is also possible, of course, that the external environment of the 
firm will appreciably influence the supply of cntrepreneurship. The 
degree of urbanization, the mobility of the population, the extent and 
quality of education, family attitudes, political patterns and social 
mores and values may all produce a greater or lesscr flow of potential 
entrepreneurs. 


Part Il: The Entrepreneurial Function in the South 


This section of the paper will attempt to examinc the entre- 
preneurial function in the South in the light of the gcneral approach 
formulated in the latter portion of Part I. In the process, it is hoped 
some incidental light may be cast upon how that function as it exists 
in the South compares in character and in quantitative terms to the 
function in the United States as a whole. 

Part II contains three sections. The first section will examine the 
internal environment or conditions of the firm in the South and will 
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suggest some implications concerning the nature of the entrepreneurial 
function and the demand for entrepreneurial talent. The second 
section will make a parallel exploratory search of the external environ- 
ment of the Southern business firm and will also search for implica- 
tions regarding entrepreneurship and the supply of entrepreneurial 
talent. Finally, in the concluding section of Part I, the paper will 
make passing reference to certain forces that may bring the South and 
perhaps Southern entrepreneurship into greater conformity with the 
remainder of the country. 

In Part II, two limiting decisions have been made at the outset. 
First, the focus will be upon non-farm entrepreneurship. Significant 
changes are indeed occurring in the agricultural domain, but these are 
beyond the confines of this paper. Second, this Part will content itself 
with generalizing about the South, with only incidental and passing 
references to the doubtless very striking contrasts that might be found 
from sub-region to sub-region, state to state, or even from one part of 
a state to another. Because Part II pretends to be no more than a 
suggestive application of a general frame of reference, such detailed 
applications are not attempted. 


The Internal Environment of the Entrepreneur in the South 


This section of Part II will concern itself with certain obvious 
aspects of the size, composition, and structure of the business firm, 
especially the industrial firm, in the South. These aspects are selected 
as relevant to the nature and extent of the Southern entrepreneurial 
function. 


Size and Character of Firms 


Most of the traditional leading industries of the South tend to 
be organized in relatively small or modest-size firms. These firms have 
conducted, by national standards, relatively simple operations and 
have not carried diversification very far. Although many sell in na- 
tional markets, some of these do not compete broadly in these markets 
and still others market primarily on a regional basis. These traditional 
industries also tend to be labor-intensive rather than capital-intensive, 
and they are often known as low-wage industries. It is against this 
background that change is taking place, although perhaps not as 
rapidly as is sometimes supposed. 

Thus, Stefan H. Robock’s study of a few years ago, after noting 
that recent industrial gains in the Southeast have partly resulted from 
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rapid expansion in durable goods and non-traditional regional in- 
dustries, nevertheless concludes that manufacturing remains pre- 
dominantly non-durable and continues to be heavily concentrated in 
the traditional textile, lumber, food, and apparel industries.5* In 1947, 
for example, these four industries accounted for over three-fifths of 
the manufacturing production workers in the Southeast. 

In recent years, the relative importance of these industries has 
been declining, while newer, more complex, more capital-intensive, 
higher-wage industries have been gaining. B. U. Ratchford wrote in 
1954 that this trend was to be expected as the area develops industri- 
ally. He generalizes, “The first industries developed are those which 
perform the simpler and more elementary processes and which require 
comparatively little capital investment and little or no skill on the 
part of workers. But the demand for the products of such industries 
is comparatively inelastic as incomes rise. If industrialization con- 
tinues the area must turn to the more intricate and complex industrial 
operations which require larger investment outlays and demand higher 
skills for the workers. The demand for the products of these industries 
is usually much more elastic with respect to income and there is room 
for greater expansion as incomes rise. It would seem that the South 
is now in transition from the first and simplest stage of industrial 
development to the second and more complex stage.”°® 

Seeming to confirm such analyses, some of the newer, capital-in- 
tensive industries continue to expand in the South. The Federal 
Reserve Bank of Atlanta reported in 1960 that, according to the Na- 
tional Industrial Conference Board, the chemicals and allied products 
industry, one of the District’s growth industries, has an average cap- 
ital investment per worker of $17,000.°° Capital investment per 
worker in the textile industry requires $8,000. In the District, value 
added per worker for the former industry averaged $14,000 in 1957; for 
the latter, $4,500. This would seem to suggest that Ratchford’s rather 
comforting prognosis is being fulfilled. 

Yet, despite declines in employment in textiles and lumber manu- 
facturing over the 1947-1958 period, the Atlanta Bank concludes that 
for its District states as a group, “. . . there was surprisingly little 
change in the ranking of the most important industries by employment. 
The first four industries in 1947—textiles, lumber, food processing, and 
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apparel—were still the first four in 1958. Textiles, with over 170 thou- 
sand cmployecs in 1958, maintaincd the number one position, while 
the other three traded positions.”®° Thus, perhaps the earlier generali- 
zations bascd on the pre-eminence of the traditional industries are 
not yet wholly invalid. 

The 1961 Southern Governors’ Conference seems to refleet knowl- 
cdge on the part of Southern political leaders that industrial progress 
remains less than wholly satisfactory, and that low-wage, labor-inten- 
sive industries loom too large.®! Governors Ernest Vandiver of Georgia, 
Farris Bryant of Florida, and Bert T. Combs of Kentucky, comprising 
the conferenee committee on industrial development, are reported to 
have suggested to their colleagucs that the South should be more selec- 
tive in looking for new plants. The committcc’s report stated that the 
reason the annual per capita income of Southern workers in manu- 
facturing is $800 below that of workers in the non-South is the region’s 
historic relianee on industries in which wages are at the bottom of 
the list. The three governors singled out apparel, leather, and tex- 
tiles as low-wage industries and contrasted them with machinery, 
transportation cquipment, and chemicals, along with papcr, petroleum, 
and coal. The report suggested, “Therefore, our future industrial de- 
velopment offers other opportunities to further strengthen the region’s 
economic position through the scleetion of industries which offcr our 
people a morc substantial wage.” 

A 1961 study by Stephen L. McDonald suggests that the South is 
not of onc piecc in this regard. In some Southern states, industry is 
attracted primarily by non-human resources—oil and gas, sulphur, 
salt, watcr, timberland, etc. These industries tend to be characterized 
by high value added, inechanization, and skilled labor at high wages, 
with limited employment. Other Southern states, in contrast, seem to 
rely on the traditional low-wage, labor-intensive industrics. These 
industries, it is argued, have less economic impact than the number 
employed would suggest. This study coneludes that industrializa- 
tion, per sc, may be over-cmphasized as a source of Southern eco- 
nomic progress. Texas, Louisiana, and Florida, relatively high-growth 
states, are cited as evidence of what can be donc by non-manufactur- 
ing activities based on distinetive regional assets ranging from oil and 
gas to tourism. 
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It should also be noted that these traditional Southern industries 
have not been notable for research outlays or innovation, a significant 
factor (aeeording to Harbison and Myers) in demand for entre- 
preneurship. Clifford D. Clark and Bernard M. Olsen concluded 
after an intensive study of technological change in the textile industry: 
“, .. the degree of technical change experienced by the six textile 
firms studied, and probably by the entire basie textile industry, has not 
been as great as the long term rate of change in other industries. 
Reasons for the disparity are probably due to such diverse causes as 
the low incomce elasticity of demand for textile produets and the market 
conditions of textile machinery manufacturers.”® 


Outside Capital and Branch Plants 


It is well known, of course, that a good deal of capital has 
come into the South from the rest of the Unitcd States. The precise 
amount and relative importance of this “foreign” capital has been dis- 
puted, but its movement has been substantial. During the post-World 
War II period, with most Southcrn states working hard to attract new 
industry, often in the form of braneh plants of non-Southern firms, this 
movement has eontinued. 

A 1949 study by the National Planning Association’s Committee of 
the South noted that in 1939, 18.5 percent of all manufacturing estab- 
lishments in the United States were branch plants, providing about 65 
percent of the total value of manufactured products.** In the South- 
eastern region, 27.2 percent of manufacturing cstablishments were 
branch plants, providing about 70.5 percent of the region’s total value 
of manufactured products. The Committee asserted that this pre- 
dominanee of branch plants continues to apply to new facilities con- 
structed since 1939. 

Calvin B. Hoover and B. U. Ratchford estimated in 1951 that “... 
most, if not all, the large southern plants in such fields as tobacco, 
rayon, paper and pulp, and petroleum are owned by large national 
companies which have thcir headquarters outside the region. The 
same is true of the railroads and often of the public utilities. We do 
not know what proportion of the stocks of sueh companies are owned 
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by southerners, although in most cases we would be safe in assuming 
that it was quite a small minority.”® 

Robock’s study, three years later, runs along similar lines.6® He 
concludes that in the traditional fields of textiles, lumber products, 
apparel, shoes, and food processing, much of the expansion has been 
by “locally-owned” firms. In other important fields, notably chemicals, 
primary metals, transportation equipment, rubber products, pulp and 
paper, machinery, etc., branch plants have prevailed. This pattern is 
in contrast to New England, where a high proportion of new plant 
expansion has been regionally inspired and regionally owned. 


Implications of the Internal Environment 


Even the foregoing rather brief and cursory exploration of 
certain aspects of the internal environment of the Southern firm, espe- 
cially in the leading traditional industries, does suggest some implica- 
tions for the entrepreneurial function in the South. 

Some of these implications have to do with the nature of the 
function. Many of these firms being relatively small, simple, and un- 
diversified the problems of coordination, balance and unification would 
presumably not loom so large as in a very large and complex company. 

There are other implications relative to the locus of the function. 
To the extent that these firms still remain in the traditional mold, the 
separation of ownership from control, the professionalization of man- 
agement, the decentralization of management, and the growth of de- 
cision by committee have not yet made their full appearance. Thus 
the entrepreneurial function is presumably more nearly in one piece 
and in one set of hands than would be the case in very large firms. 

Finally, there are clear implications for the quantity of entrepre- 
neurial talent needed. Harbison and Myers, it may be recalled, ad- 
vanced certain propositions which involved the use of management as 
an economic resource. They suggested that the intensity of use of 
managerial resources will vary directly with increases in the size and 
complexity of the organization, the size and complexity of the market 
structures and mechanisms, the relative amount of capital used, and 
the extent of innovation.*’ The bigger and more complex the firm 
and its markets, the more capital-intensive it is, and the more it inno- 
vates, then the more it requires top-level managerial or entrepreneurial 
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talent. The smaller and simpler the firm and its markets, the less capi- 
tal-intensive it is, and the less it innovates, then the smaller the amount 
of top-level managerial or entrepreneurial services it needs. By these 
standards, it is obvious, much of Southern industry still places rela- 
tively little strain on the demand for entrepreneurship. 

Likewise, the fact that non-Southern capital remains of such im- 
portance and that so many of the newer industrial establishments are 
branch plants may have had a similar effect on the demand for 
Southern entrepreneurship. True, some of these branch plants have 
brought with them the latest technology and provide a demonstration 
effect. They may also be somewhat larger and more capital-intensive 
than in the general Southern pattern. Yet they are likely also to 
bring with them key personnel, perhaps involved in mid-passage in 
career rotation, rather than to rely upon Southern entrepreneurship. 
The previously cited study by the NPA Committee of the South also 
notes that efforts by promoters of Southern economic development 
have often tended to induce outside companies to build new plants 
in the South rather than to aid local entrepreneurs. 

The sheer fact that there is also less industrialization in the South 
—that the region has not yet “caught up’—has also had a depressing 
effect upon the demand for Southern entrepreneurship. Southern in- 
dustrialization has been in forms and fields not conducive to intensive 
use of entrepreneurial talent, and there has simply not been enough 
industrialization of any sort to offset this drag. 


The External Environment of the Entrepreneur in the South 


The South is a multi-cultured, rapidly-changing area whose 
total environment—economic, social, and political—can scarcely be de- 
tailed here. Yet certain aspects of the environment in which Southern 
entrepreneurship functions seem relevant at this juncture. These 
aspects will be described separately, and the net effect of these parts 
of the environment upon the function of the Southern entrepreneur 
and the supply of Southern entrepreneurial talent will then be briefly 
assessed, 


Out-Migration 


One of the facts about the environment in which the Southern 
entrepreneur is working is that heavy net out-migration of population 
continues. Ratchford, describing the 1930-50 period, notes that this 
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out-migration was sharply reduced, presumably by a blockage of em- 
ployment opportunities in the urban-industrial North, during the 
1930’s.°9 This was the only decade in this century that the South had 
a higher rate of population growth than the non-South. World War 
II, however, with its enormous demand for labor, spurred a resump- 
tion of mass out-migration, and two and a half million people moved 
out to the North and West. As a result, the South’s population during 
that decade grew at a rate slightly below that of the non-South. 

The Federal Reserve Bank of Atlanta, reporting on population 
trends in its deep-South region during the 1950's, notes a continuance 
of out-migration for most of the District.” Over-all, the District had 
an 18 percent increase in population, as contrasted to 17 percent for 
the nation—this despite the high rate of natural increase in the Dis- 
trict. In each District state except Florida, more people left than 
came in, and in these states the net population growth was only 8 
percent. These out-migration losses during the 1950’s ranged from 
fifty thousand people in Louisiana to almost a half million in Missis- 
sippi.* One million six hundred thousand more people moved into 
Florida than left, however, and as a result the District did have a net 
gain from migration. 

The net effect of this out-migration upon economic devclopment, 
specifically upon entrepreneurship, may be a bit mixed. This popu- 
lation movement may lead to a long-run improvement in the alloca- 
tion of resources in the South, perhaps away from a labor-intensive 
economy with extensive under-employment and toward a more capital- 
intensive pattern. This is by no means certain, of course, because 
labor is also a resource and the capital must be forthcoming. Mean- 
while, the drain in population reduces in some measure the potential 
supply of entrepreneurs, especially as part of that migration consists 
of Southern college graduates with scientific and technical training. 


Degree of Urbanization 


The South has been traditionally a rural or at least a non- 
urban region. This generalization is subject to all sorts of sub- 
regional exceptions, and it is of course now modified by a rapid 
increase in general Southern urbanization. Nevertheless, this historic 
non-urban pattcrn, with its accompanying social structure, attitudes, 
and political implications, has long loomed large in the South. 
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In 1930, Ratchford notes, only a third of the Southern population 
was urban; by 1950 the figure had risen to almost half (47 percent.)”? 
Another fourth of the population by 1950 was rural non-farm, with 
only about one-fourth of the population on the farm. During the 
1930-50 period, urban population increased by 81 percent; rural non- 
farm, by 46 percent; and the rural farm population declined by 28 
percent. Even so, it should be noted, the South remains more rural, 
farm or non-farm, in its population structure than does most of the 
rest of the country. 

As Robock observes, most of the recent industrial growth in the 
traditional industries of the South, as well as in such newer industries 
as chemicals, has been outside of metropolitan areas and rather wide- 
ly dispersed throughout the region. During the 1939-47 period, only 
Atlanta (26th), Birmingham (28th), and New Orleans (35th) ranked 
among the fifty most rapidly expanding major industrial concentra- 
tions.”? The Atlanta Federal Reserve Bank reports that during the 
50’s, in its District, there was hcavy out-migration from the rural 
counties, and any population explosion that occurred was in the 
metropolitan areas."* The urban population of the District rose by 
50 percent during the 1950-60 decade, contrasted with a national 
average gain of Icss than 30 percent.” Even so, the Bank notes, many 
urban areas in the District showed little net gain through in-migration. 
The Birmingham, Knoxville, Chattanooga, and Gadsden metropolitan 
areas contributed more people to other areas than they could attract. 
Only one-third of the District counties with urban populations had a 
net gain through migration in that decade. 

Clarence Danhof notes, however, that even the new urbanism will 
not necessarily be conducive to the emergence of business leader- 
ship or entrepreneurship.7® He observes that the correlation in the 
South between degree of urbanization and the production of business 
leaders has been weak and erratic. Danhof adds, however, that both 
urbanization and the consequent need for business leadership are rela- 
tively recent phenomena and that there may now be developing within 
the new urban community the requisite business leadership. In any 
event, there does seem to be “. . . a broad and basic relationship be- 
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tween urbanization and the emergence of business leadership.” Wheth- 
er increasing urbanization stimulates leadership, or whether leadership 
stimulates industrialization and the other foundations of urbanism, 
cannot readily be determined “. . . so long as the complex reciprocal 
forces which operate defy disentanglement.” 

W. Lloyd Warner and James C. Abegglen, who have made a 
national study of big business leaders in America and of occupational 
mobility, conclude that urbanization is closely associated with appear- 
ance of business leadership. Using 1900 as the key year (the average 
birth year of our top business leaders as of 1955), they find that half 
of the population lived in rural areas and towns of 2,500 or less in 
1900, but only a fourth of present business leaders were born there.” 

Warner and Abegglen also concluded that the larger the communi- 
ty, the greater the probability of membership in the business elite. 
There is, however, some variation by region. The smaller communi- 
ties, with populations under 25,000, generally produce a smaller pro- 
portion of business leaders than would be expected from their total 
populations. The North, Midwest, and West do not differ markedly 
in this respect, but “. . . in the South these communities are under- 
represented to a marked degree.”78 


Occupational Mobility 


The predominantly rural pattern that has historically char- 
acterized the South has already been noted. This pattern, together 
with the nature of traditional industries in the South, has had a 
marked effect upon occupational mobility. As here used, this term re- 
fers to “vertical mobility” over time and not merely to job changes. 

Warner and Abegglen relate the region of birth to occupational 
mobility and the makeup of the business elite: “. . . the rate of social 
mobility is highest for sons of Midwestern businessmen and lowest for 
sons of Southern laborers; the sons of Midwestern businessmen are 
members of the business elite in nearly 7 times their proportions in 
the population, while the representation of sons of Southern farmers 
is less than one-fifth the expected proportion.”?® Warner and Abegglen 
also find that sons of businessmen are highly represented in the busi- 
ness elite everywhere, but much less so in the South and West than 
elsewhere in the country. Sons of professional men in these areas 
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also have a lower than usual representation. These facts may reflect 
the tendency of men with these backgrounds to go into government, 
law, military services, and other non-business activities. 


Educational Opportunities 


There is also an obvious connection between the educational 
opportunities available in a society or in a region and the quantity 
and character of entrepreneurship. Education as an investment in 
economic growth is beginning to receive increasing recognition and 
support. Warner and Abegglen, in their study of the backgrounds of 
business leadership, title one chapter “The Royal Road: Higher Edu- 
cation.”® It is true, of course, that higher education is today increas- 
ingly relevant to aspirations for leadership in business. It is also true, 
however, that the entire educational system, from top to bottom, is 
relevant to economic growth, the provision of necessary scientific 
and technical talent, and the ultimate supply and character of entre- 
preneurship. 

It is striking that although the South makes a very considerable 
effort in terms of percent of personal income devoted to education, 
the results in terms of average per-pupil expenditures are not impres- 
sive. The states of the South are usually among the national leaders 
in terms of such effort but tend to be near the bottom in terms of 
per-pupil expenditure results. 

In a 1961 Southern Regional Education Board study, “Goals for 
Higher Education in the South,” the conclusion was reached that the 
South had fallen further behind the nation in the percentage of the 
tax dollar spent for higher education.*+ Thus if the issue is confined 
to tax revenue rather than personal income, and to higher education, 
even the effort made by the South appears open to some question. 

According to the Board study, ten years ago 5.24 percent of the 
general revenue of the sixteen states it includes as Southern was de- 
voted to higher education, as against a national figure of 5.29 percent. 
Now the national average has risen to 6.47 percent, but the region’s 
average has reached only 5.57 percent. Thirty-nine percent of the 
nation’s college-age youth go to college, compared with 29 percent 
in the South. Utilizing other measures, the Board study comes up 
with roughly similar findings. Thus it is apparent that the relative 
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inadequacy of educational opportunity, although it has been con- 
fronted with resolution in many parts of the South, continues. 


Racial Composition 


One of the environmental factors persistently affecting the 
entrepreneurial function in the South is the racial make-up of the 
region’s population and the economy, social structure, and attitudes. 
built in part upon this racial composition. The existence of two racial 
communities, living adjacent to each other but in large measure apart 
from each other, with divergent levels of educational opportunity, 
occupational mobility, and per capita incomes, has been a pervasive 
influence. This has been stressed by Nicholls, Danhof, and others. 

The effects are ramified and often subtle. Certainly the entrepre-. 
neurial function assumes somewhat different aspects in such a setting, 
if only because a different set of alternatives, constraints, and pressures. 
confront the entrepreneur. It is perhaps even more evident that this. 
existence of a dual society drastically constricts opportunities for entre-- 
preneurship on the part of Negroes in the South. To be sure, entre-- 
preneurship is possible within the separated Negro business communi-. 
ty and Negro market, notably in such cities as Atlanta. Even so, 
entrepreneurship in the broader economic community of the South 
is blocked for the Negro. Danhof notes that although Negroes in 
1900 constituted 29 percent of the population of the South (thus 
implying that a large proportion of Southern entrepreneurs today 
might nominally be expected to be Negro), very few are actually 
listed among the business leaders in Who’s Who in Commerce and 
Industry.® Significantly, none were identified among the names asso- 
ciated with Southern states. 

This problem may be “solved” for the Negro, but not necessarily 
for the South, by the persistent and heavy out-migration of Negroes. 
Ratchford notes that for the 1930-50 period, the South’s population 
rose by nearly eight million.** For every increase of one in the Negro 
population, the white population increased by ten. For the 1940-50 
decade, the ratio was thirty to one. This occurred despite high Negro 
natural growth rates. The out-migration was heavy and remains so, 
as recent reports indicate. During this same dccade, between 1950 
and 1960, the net out-migration of Negroes was especially heavy.*4 
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About 1,500,000 Negroes left the region, two-thirds going in nearly 
equal numbers to the Northeastern and North Central states. The 
rest moved farther west. Mississippi lost 323,000 Negroes. Other 
Southern states having heavy losses of Negroes were Alabama, South 
Carolina, North Carolina, and Georgia, each of which lost more than 
200,000. 


Social Structure, Values, and Attitudes 


Warner and Abegglen, in their general study of business lead- 
ership, note that the Southern states have lagged in producing busi- 
ness leaders. This lag is attributed partly to the general lag in 
Southern industrialization and economic development, as well as to 
a generally lower standard of education and to the exclusion of 
Negroes from entrepreneurial ranks. Considerable importance is also 
attached, however, to certain traditional occupational preferences that 
seem to mirror the larger Southern culture and social structure. Thus 
there may “... be a tendency for young men of higher status back- 
grounds and advanced formal education to enter other than business 
careers. For example, recruitment by the armed forces has generally 
been high in the South; tradition, military schools, and economic con- 
ditions may well combine to lead potential Southern leadership into 
military careers. Politics may offer a similar opportunity in contrast 
to other sectors of the country.” Warner and Abegglen add, however, 
that “. . . changes in the industrial development of the South coupled 
with a breakdown of the area’s traditional isolation from the rest of the 
country, might well lead to an increase in Southern representation 
in the business elite in the future.” 

There is no doubt that the South is indeed changing. Ratchford, 
who believes that the South is moving into a more advanced stage 
of industrialization, asserts: “Partly because of developments in educa- 
tion, transportation, and communication, the South has come more 
and more to accept the ideas and values of the rest of the United 
States which give high priority to ‘progress’ and tend to identify 
change with progress, especially when the change is based upon scien- 
tific principles. Also, as a people we have developed a stronger de- 
mand for the conveniences and gadgets of an industrialized, urbanized 
society and that has raised our propensity to seek material advance.”®° 
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William H. Nicholls, however, is apparently not quite this confident 
of the South’s capacity and tolerance for change, arguing rather that 
the South has not yet made the crucial choice it must make: the 
choice between tradition and progress. At a memorable Presidential 
Address before the Southern Economic Association annual meetings, 
and in subsequent journal articles and book, Nicholls explores this 
choice with great thoroughness. He argues that the South has been 
drifting, reluctantly or perhaps unawares, toward Progress, but that 
this drift may be too slow. He concurs that Southerners probably do 
want more industrialization but he adds that “ . . . few Southerners 
have yet faced up to the question as to whether they want industrial- 
ization badly enough to give up firmly held Southern traditions which 
are inconsistent with it.”87 

In what is perhaps the heart of his paper, the section on “Tradition 
as a Barrier to Progress,” Nicholls explores the nature of these tradi- 
tions.88 He lists five constituent elements of this tradition: (1) the 
dominance of agrarian values, (2) the rigidity of the social structure, 
(3) the undemocratic political structure, (4) the weakness of social 
responsibility, and (5) conformity of thought and behavior. Each of 
these elements in the Southern tradition, he argues, has had a perva- 
sive and largely negative effect upon economic growth and progress. 


Implications of the External Environment 


Although this sketch of the external environment in which 
Southern entrepreneurship is placed is obviously only fragmentary 
and suggestive, it may serve to show some of the implications of this 
environment for both the nature of the function and the supply of 
the functionary. In each part of this section, some of these implica- 
tions have been noted. Suffice it at this juncture to briefly recapitulate 
and perhaps to extend the analysis a bit. 

Several of these aspects of the external environment in the South 
influence the character of the entrepreneurial function and the free- 
dom of those performing the function. In some ways, this is a per- 
missive, encouraging atmosphere, especially in this era of aggressive 
attempts to induce industries to locate in the region. The generally 
favorable attitudes of state and local governments, and the large in- 
fusions of income made by the federal government, may have given 


87. This account of Nicholl’s position is taken from his paper, “Southern Tradi- 
tion and Regional Economic Progress,” Southern Economic Journal, 26:187-98 
(January, 1960), This quote is from p. 193. 

88. Ibid., pp. 191-93. 
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the Southern entrepreneur a good deal of help. Likewise, the less- 
developed state of labor organization has limited the power of this 
competing claimant to entrepreneurial authority. 

Yet in other subtle, indirect, long-run ways, this environment may 
place constrictions upon freedom of action and decision that are not 
present to the same degree elsewhere in the country. This is perhaps 
particularly true of the somewhat traditional aspect of the culture 
and of the rigidities in the social and economic structure, especially 
as these involve race. Defensiveness and rigidity in one sector of a 
society's life may readily inhibit change in other sectors. 

These aspects of the external environment also have an appreciable 
influence upon the available supply of entrepreneurial talent. Re- 
strictive influence upon the supply of entrepreneurship has been evi- 
dent throughout, whether the restriction is imposed by a loss of 
potential entrepreneurs through out-migration, by the lack of the ur- 
banization conducive to development of entrepreneurship, by limited 
occupational mobility, by inadequate educational opportunities, by 
the maintenance of a racially-based dual society, or by a tradition- 
influenced culture and social structure. 

There is abundant evidence that, whether through these supply 
factors or through limitations upon the demand for entrepreneurship 
(as discussed earlier), the quantity of entrepreneurship in the South 
has contrasted markedly with that of the non-South. Danhof has done 
the principal work on this disparity, although Warner and Abegglen 
come to a similar conclusion. It is also clear from these two studies 
that many of the entrepreneurs whom the South does produce move 
out of the region in order to perform this function. 


Future Trends in the Southern Entrepreneurial Function 


It is apparent from the analysis in Part II of this paper that 
the entrepreneurial function in the South may differ from that func- 
tion as it is found in the country as a whole. There also seems to be 
considerable evidence that the extent of internal or external diffusion 
or sharing of that funetion may differ as between the South and non- 
South. Finally, there is still more evidence that the internal and 
external environment of the firm is such in the South that both the 
demand for, and the supply of, entrepreneurship is curtailed. 

The question remains: Will these differences grow smaller over 
time, and will be the character, diffusion, and extent of entrepreneur- 
ship in the South come to be closer to national norms? Or are these 
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differences deeply rooted in the Southern economic, social, and politi- 
cal order and, as such, resistant to change? 

Many believe that the South is already coming to be less of a 
distinct region and more nearly an integrated part of a homogenized 
American economy and culture. This trend, it is claimed, will in- 
evitably continue. We have noted that Ratchford believes that the 
South has begun to move out of the early stages of industrialization 
and will follow the familiar pattern found in the industrially more 
advanced areas. 

Harbison and Myers, seeking an internationally applicable concept 
of management, make some observations that might also be applied to 
a region less industrially advanced than its surrounding economy. 


They state: 


The general direction of management development in all advancing 
industrial societies is the same. In the end, management as a re- 
source, as a system of authority, and as a class is likely to be similar 
in significant aspects in an advanced socialist economy, an advanced 
market economy, or an advanced totalitarian economy. The initial 
push to start the economy on the road to industrialism may be made 
by widely differing groups such as an existing dynastic elite in a 
feudal society, a rising class of proprietary capitalists in a market 
economy, a colonial administration, a socialist government, or a com- 
munist regime. But they all steer toward modem industrialism. And 
modern industrialism has a uniform prescription for management.®® 


Harbison and Myers freely concede, however, that the pace of the 
drive toward industrialism may be accelerated or retarded by certain 
factors affecting management development—such as tenacious patri- 
monial or political managements. 

Others argue, without resort to this sort of model, that the South is 
simply too deeply tied into the United States economy to remain 
very divergent. This approach stresses such connections as: (1) the 
increasing reliance of the South upon national markets and hence 
upon national employment and income levels; (2) the reliance of the 
South upon rising levels of non-South employment in order to absorb 
those who migrate out of the South; (3) continued capital movements 
into the South, including branch plants of national corporations; (4) 
very large outlays by the federal government, including huge military 
installations, that have been virtually as important as has industrializa- 
tion in increasing income levels in the South. 


89. Harbison and Myers, op. cit., pp. 121-22. 
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Yet we are reminded by Nicholls that the fundamental decision 
as to whether the South is willing to pay the price of economic prog- 
ress may not yet have been made. Lloyd Saville, in his study of 
sectionalism in the U.S. and in Italy, finds that sectionalism is decreas- 
ing between New England (one of his two U.S. regions) and the 
Southeast (the other U.S. region).°° Yet he feels that present trends 
will not ultimately produce complete equality in the United States. 
Saville suggests that education may be the only practical answer: 
“When there is a rapid population growth in the backward area, the 
volume of funds available for investment in the area from domestic 
and foreign markets is not large enough to bring about equality in 
standard of living with other areas. Education, however, offers the 
promise of facilitating the troublesome transition from an agricultural 
society to an industrial one not only by enabling the individual to 
produce more by the efficient utilization of individual initiative, but 
also to realize for himself the economic alternatives available to him 
in an industrial society.” 

Interestingly, Harbison and Myers come to virtually the same 
conclusion. They claim that the generation and development of man- 
agerial resources may be encouraged or checked by the investments 
made in education and by the extent to which higher education is 
oriented toward the needs of an industrial society. Barriers to entry 
into the managerial hierarchy must be lowered. They conclude: “The 
second half of the twentieth century, even more than the first half, 
will be an era of technical and managerial brain power in the service 
of an industrial society.”®1 

90. Lloyd Saville, “Sectional Developments in Italy and the United States,” 
Southern Economic Journal, 23:39-53 (July, 1956). The quote immediately 


following is from p. 50. 
91. Harbison and Myers, op. cit., pp. 132-33. 
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Southern Economic Development 


By Harding B. Young and James M. Hund 


Ten years after the end of World War II and ninety years 
after the end of the War Between the States, Negroes could not be 
found in the upper levels of the nation’s business leadership. In any 
comparison of North and South in terms of contribution to such leader- 
ship, it was recommended that the Negro population be excluded.t 
Yet various segments of the public press have recently commented, 
often flamboyantly, on the aggregations of Negro wealth, Negro 
society, and the accomplishments of individual Negroes in many en- 
deavors.? The easy assumption is that any marked accomplishments 
must have occurred in the North, because the stifling effects of segre- 
gation would certainly have prevented such from being realized in 
the South. Most of the scholarly studies of Negroes in business ap- 
peared a decade ago or more.’ 


J. Clarence Danhof, “Business Leadership in the South,” Southern Economic 
Journal, April, 1956, p. 134. 

2. For example, see Bill Davidson, “Our Negro Aristocracy,” Saturday Eve- 
ning Post, January 13, 1962; article on the Negro market in Time, February 9, 
1962; and a similar item in the New York Times, July 1, 1962. An earlier article 
was “Negro Businessmen in New Orleans,” Fortune, November, 1949. 

3. Robert H. Kinzer and Edward Sagarin, The Negro in American Business 
(New York: Greenberg, 1950); W. Hardin Hughes, The Negro in Our Economy 
(Atlanta: Southern Regional Council, 1951); Arnold Rose, The Negro in America 
(New York: Harper and Bros., 1948); or Joseph A. Pierce, Negro Business and 
Business Education (New York: Harper and Bros., 1947). A more recent study 
is Louis H. Schuster, Edgar G. Epps, and Vivian W. Henderson, Business Enter- 
prises of Negroes in Tennessee (Tennessee Agricultural and Industrial State Uni- 
versity, 1961). An excellent study of broader scope, but limited to New Orleans, 
is Daniel C. Thompson, The Negro Leadership Class (Englewood Cliffs, N.J.: 
Prentice-Hall, 1963). 
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It is appropriate, then, to review from several aspects the status 
of Negro entrepreneurship and to hazard some predictions for the 
future. Accordingly, in what follows there are offered first some 
notions on the dimensions of this phenomenon and the past and 
present barriers to its development. A description of the fields of 
Negro entrepreneurship in the South is then presented. Finally, in 
the light of the changes which have occurred, some conclusions will 
be drawn about the form and future course of Southern Negro entre- 
preneurship. In carrying out this effort there has been an attempt 
“to grasp the economic significance of certain aspects . . . of business 
enterprise conceived as social phenomena, and . . . to view these 
elements as in a state of constant change.” In other words, emphasis 
is on merging “some aspects of the supposedly distinct disciplines of 
business administration, economics, sociology, and history.” 

“From the very moment of emancipation, Negro leaders urged the 
free men to have faith in business and property as an escape from 
poverty and as the road to the achievement of economic independ- 
ence.”> To a great extent this has been a will-o-the-wisp because of 
the barriers which have prevented achieving the objectives of such 
exhortation. In a bitter, though realistic, vein, Franklin Frazier has 
dubbed this “Negro Business: A Social Myth.” He notes that “it 
has always been claimed that despite the oppression of the Negro in 
the South, there was a compensatory fact, namely, that the South 
offered an opportunity for the development of Negro business. Nor 
has the belief in the myth been affected by the fact that the attempts 
of Negro businessmen to establish industrial undertakings have con- 
stantly resulted in failures.”” If one defines “industrial undertakings” 
as manufacturing, mining, or large-scale distribution, one can find but 
few outstanding successes, but not so much on account of failure as 
for lack of enterprises in these fields. A broader definition will find 
notable exceptions to Frazier’s sweeping generalizations, and it is these 
which are the principal concern of this paper. 

Even though many of the problems associated with Negro entre- 
preneurship are matters of slow change and are intimately entwined 
with the social progress of the Negro in the United States, it is not 
possible here to recapitulate a century or more of this progress. Yet 

4, Arthur H. Cole, Business Enterprise in Its Social Setting (Cambridge: Har- 
vard University Press, 1959), p. 7. 

5. Kinzer and Sagarin, op. cit., p. 53. 

6. Franklin E. Frazier, Black Bourgeoisie (Glencoe: The Free Press, 1957), 


title to Chapt. vii. 
7. Ibid., pp. 163-64. 
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the conditions under which Northern white entrepreneurship and its 
counterpart in the South have arisen are quite different, though un- 
doubtedly some close parallels might be found historically in first- 
and second-generation national and ethnic groups. Cole has, for ex- 
ample, noted the importance of non-economic stimuli and motivations 
among businessmen as being universal in character. Achievement 
“can be regarded as an expression of the almost universal human 
desire for prestige.”® “Whatever the immediate motivations, those 
potent in business seem related to one or another of the psychological 
incentives of search for security, prestige, power, and social service.”® 
In spite of this emphasis on prestige as a universal, it will be pointed 
out in some detail below that the relative importance of this motiva- 
tion in the Negro community is quite different from what it is in the 
white. Exceptions of this kind call for some historical perspective on, 
and a current evaluation of, the factors which have both encouraged 
and retarded the growth and development of Southern Negro entre- 
preneurship. This is the task of the next section. 


Entrepreneurship: Requirements and Barriers 


Entrepreneurship is not an economic phenomenon which 
autonomously springs into being like Minerva from the head of Zeus. 
Its seeds may exist in dormant condition, but require a beneficent 
climate for germination and development to full flower. In his ex- 
cellent introduction and background to Southern entrepreneurship, 
Professor Hickman notes the degree to which environment will appre- 
ciably affect the supply of entrepreneurship. Some relevant factors 
are: “the degree of urbanization, the mobility of the population, the 
extent and quality of education, family attitudes, political patterns 
and social mores and values. . . .”!° It is because of, or in spite of, 
such factors that entrepreneurship occurs. These factors, and others 
such as markets, financing, experience, and communication, are ex- 
amined in this section as contributing to or retarding the development 
of Negro entrepreneurship in the South. The following section pre- 
sents examples of the kinds of Negro business enterprises which have 
arisen in response to the combination of forces stemming from the 
several conditioning factors. 

For purposes of this discussion, a relevant definition of entrepre- 
8. Cole, op. cit., p. 104. 


9. Ibid., p. 16 


10.C. A. Hickman, “The Entrepreneurial Function: The South as a Case 
Study” (in this volume, p. 95). 
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neurship must be chosen from the many which have been suggested 
in the literature. Just as in defining leadership, a choice must be 
made between a reliance on personal effectiveness or organizational 
behavior. One is tempted to choose the former and mold a definition 
around those who have demonstrated the strength of character 
and ability to pierce through the several barriers to be discussed 
rather than around those who might be deemed “peak coordinators” 
or maintainers of efficient decision-making systems. Yet Danhof, 
concentrating on personal effectiveness, claims that “an individual may 
be characterized by entrepreneurial activity only if he is primarily 
concerned with changes in the formula of production of an enter- 
prize over which he has full control,”!!_ This is too restrictive for a 
discussion of Negro entrepreneurship. Cole, focusing on organization- 
al behavior, offers an all-encompassing definition: “purposeful activity 
of an individual or group of associated individuals, undertaken to 
initiate, maintain, or aggrandize a profit-oriented business unit for 
the production or distribution of economic goods and services.”!? One 
of Cole’s reviewers agrees that “It may be well to drop the figure of 
the ‘heroic’ entrepreneur, but there is much to be said for limiting 
the function to its creative, shaping aspects, less in terms of major 
achievements or acts of synthesis than in the constant modification 
of structures, situations or ideas in a continuing process of interac- 
tion.”!> It will be seen that these suggestions have particular applica- 
bility to Negro entrepreneurship where neither the qualities and 
functions of a Thomas A. Edison nor an Alfred P. Sloan are to be 
found. For the South as a whole, Hickman found the entrepreneurial 
function less complex. He points out that coordination, balance, and 
unification have been needed only recently, entrepreneurship being 
more nearly in one set of hands, undiffused, than would be the case 
in a very large firm. This is true of most Negro enterprises, yet 
the situation is often more complex because of the combination of 
social and economic motives behind Negro entrepreneurship. It is 
perhaps time to note just how the several factors presented above 
have shaped this phenomenon, viewed first in some historical perspec- 
tive and then in the forms they assume today. 

11. Clarence Danhof, Change and the Entrepreneur, Research Center in Entre- 
preneurial History, Harvard University (Cambridge: Harvard University Press, 
1949), p. 21. 

12. Cole, op. cit., p. 7. 

13. W. T. Easterbrook, review of Cole’s Business Enterprise in Its Social Set- 
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“Know-How” 


Entrepreneurship and craftsmanship are certainly not coex- 
tensive, but many craftsmen have been found in the entrepreneurial 
ranks, particularly if craftsmanship is broadened to include invention.® 
Where a Lee deForest and a Preston Tucker could fail, a Thomas 
Edison and a Henry Ford could succeed brilliantly. Immediately after 
the Civil War, the Negro had a virtual monopoly on labor in the 
Southern plantation economy because white people had generally 
eschewed it. “Negroes were to a large extent the craftsmen and the 
mechanics . . . for even skilled labor was degraded. The whites had 
often been denied the opportunity of acquiring training since so many 
masters had preferred to work with slaves.”!* It is true that these 
skills were employed in plantation work in an agricultural economy, 
but in terms of being equipped for the coming transition to a more 
urbanized and industrialized economy and culture, the Negro had an 
edge. Of course, the things which he sorely lacked were the other 
two of the triad of economic factors, land and capital.1? In the shrink- 
age of economic values which accompanied the collapse of the Con- 
federacy, his white brother was not much better off in terms of capital 
accumulation. Even though the Negro possessed the rudiments of 
industrial skills on the eve of expansion of the non-agricultural econo- 
my, existing cultural mores and values did not point to business as 
the place for the Negro to seek fulfillment. “In these men just re- 
leased from slavery three ambitions seemed to dominate: a desire to 
learn Greek and Latin; to hold public office; to become preachers.”!® 
During Reconstruction the second of these was possible in the 
South, and is becoming possible again today. The first was subli- 
mated into general academic work, and the third persists. Several 
other professions have over the years been added to the list. 

If economic inflation rather than deflation had followed in the 
years after the Civil War, the lot of the Negro might have been 
somewhat easier, but as the agricultural economy became less able 

15. Hughes, Negro in Our Economy, p. 3, notes that “the records of the U.S. 
Patent Office at Washington show approximately five thousand patents credited 
to Negroes.” 

16. Rose, Negro in America, pp. 101-2. 

17. Charles S. Johnson, The Negro in American Civilization (New York: Henry 
Holt and Co., 1930), p. 102, does point out, however, that “individual Negroes 
were skilled traders in money long before the Civil War.” 


18. Roi Ottley, Black Odyssey (New York: Charles Scribner’s Sons, 1948), p. 
187, 
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to support both Negroes and whites, prompting migration to the cities, 
economic competition for jobs became severe. Even though the Negro 
had the skills, he was also a minority group which could be easily 
distinguished. Not only were Negroes driven out of old jobs, but 
they were not given the opportunity to try for the new ones opening 
up. Jim Crow legislation came during the 1890's, the pressures of 
deflation continued, and political representation for the Southern 
Negro became a thing of the past. “During this development, de- 
fensive beliefs were constantly growing among whites in the South 
that the Negro was inefficient, unreliable, and incompetent to work 
with machines. It was true that fewer and fewer young Negroes 
could keep up with skills when they were not allowed to experience 
the better working conditions and the new techniques or get train- 
ing.”1® 

The legacy of these attitudes and practices lingers today in the 
difficulty Negroes with basic abilities and some financial resources 
have in securing experience which can serve as a firm basis for entre- 
preneurship. One Negro banker remarked in an interview that mastery 
over the separate business functions at both the operating and man- 
agerial levels calls for a balanced combination of formal education 
and on-the-job training which is seldom found among Negro busi- 
nessmen. Far too often Negroes who wish to engage in given business 
enterprises can cite no prior experience in the line of business they 
plan to enter. They do not seem to realize the importance of know- 
how. Aside from the larger amount of capital needed to enter manu- 
facturing, and the requisite access to markets, there was the feeling 
expressed by many who were interviewed that the Negro will enter 
manufacturing only after he better understands the corporate form 
of enterprise and has had more training in management. 

Herein lies one of the central problems of the Negro businessman. 
First, he has had no tradition in business. Only in a few instances 
has he had the opportunity to learn from his father, or has taken 
the opportunity when presented.?° Until very recently he has been 
denied the opportunity to work at the managerial level in a white 
enterprise in the North or South to gain the necessary on-the-job 

19. Rose, op. cit., p. 102. 

20. Thompson, Negro Leadership, p. 130, notes that in New Orleans “the 
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experience.” Education can sometimes be a partial substitute for ex- 
perience. How has the Negro fared in this regard? 


Education 


Some Negroes have managed to gain experience or know-how 
in a particular chosen field and have been motivated to enterpreneur- 
ship. For them one barrier has been the lack of other qualified 
personnel with which to staff an expanding enterprise. It is true that 
many business ventures have been initiated by Negroes with the hope 
of offering, as an important ancillary benefit, other than menial em- 
ployment to members of the race. Yet a nucleus of qualified people 
is essential. The fact is that the image of business in the minds of 
those fortunate enough to pursue college work has held little attrac- 
tion. Forty-five years ago Thomas I. Brown noted that “but a small 
percentage of college-bred Negroes seem to enter business.”*? This 
continues to be true today, as corroborated by those interviewed. The 
view was expressed that far too few Negro college graduates enter 
business; even where available, business education has not been in 
great demand. It has only been in the past ten to fifteen years that 
departments of business administration have been added to Negro 
colleges and universities. Where they exist, many suffer from lack 
of teachers qualified in both training and experience, though there 
are some notable exceptions. It has therefore been difficult to provide 
a flow of appropriately educated people for the would-be entrepre- 
neurs to hire. The training programs of the insurance companies men- 
tioned below are evidence of this. 

Several reasons for the reluctance to enter business were offered. 
Most important was the belief that the professions have been more 


21, Caroline Bird, “More Room at the Top: Company Experiences in Employ- 
ing Negroes in Professional and Management Jobs,” Management Review, March, 
1963, p. 14, reports that “.. . relatively few Negroes are yet to be found in the 
general line management of large-scale enterprises. Those who have high-level 
jobs with big manufacturing companies are usually scientists, engineers, account- 
ants, and other technical specialists working singly or invisibly, or they are likely 
to be salesmen, personnel interviewers, and industrial and public relations special- 
ists retained especially to deal with Negro employees and customers. Employ- 
ment of Negro exeeutives in management jobs outside of the above categories is 
largely concentrated in big-city department stores, defense manufacturers, and 
to a somewhat lesser extent, big-city savings banks.” Thus she found Negroes 
supervising mixed work groups at the Lockheed plant in Georgia, more fully 
reported in Business Week, April 13, 1963. 

22.Thomas J. Brown, ed., Economic Cooperation among the Negroes of 
Georgia (Atlanta University Publications No. 19 [Atlanta: Atlanta University 
Press, 1917]), p. 11. 
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attractive because of the economic security and prestige afforded. 
The average Negro would rather risk his nest egg or line of credit 
on dental equipment than on a business venture. Since he is at the 
bottom of the economic ladder, his chances of making a comeback 
from failure are not considered good. The prestige accorded the 
image of the successful Negro in legitimate business is hardly worth 
the risks. Of those college-trained Negroes who have entered busi- 
ness in any substantial way, the highest percentage have been in the 
general area of finance—banks, insurance companies, mortgage com- 
panies, and savings and loan associations. This probably accounts for 
the large measure of success which has been achieved in these fields 
of enterprise. The authors’ research confirmed Pierce’s observation 
that “on the average, the enterprises operated by persons who took 
business education in college have been established longer, employ 
more persons, and have larger volumes of business than those operated 
by persons with no business education.”?8 

Even in the general area of finance, respondents reported their 
inability to recruit and retain persons adequately prepared for the 
highly complex business structure. This problem is further magnified 
by the fact that Negro business firms find themselves in competition 
with white firms which are increasingly employing top-quality Negro 
help. One man stated that part of the solution here is for Negroes 
to hire whites (or reverse integration, one might call it). Some evi- 
dence of this approach is appearing, although it involves some read- 
justment in attitudes toward one of the basic purposes for Negro 
business, the provision of jobs for Negroes above the unskilled and 
semi-skilled levels. 

Finally, it must be assumed that in the large migrations of Negroes 
to the North, beginning in 1900, but particularly in the past twenty 
years, much of the South’s potential Negro entrepreneurship has been 
lost. Any numerical estimate is of course impossible, but it is not 
hard to imagine that those Negroes with ambition for business success 
who did not have the advantage of higher education would move. 
One could add to this group those who had no available access to 
business opportunity through marriage or family connections. The 

23. Pierce, Negro Business, p. 203. 

24, This should not be overemphasized. According to Kinzer and Sagarin, 
op. cit., p. 17, “the difference between North and South, as far as business 
opportunities are concerned, frequently becomes one of etiquette and super- 
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calculated chance for success has been important, and receptive mar- 
kets have raised appreciably the chance. 


Restricted Markets and the Chance for Success 


Trying to make a virtue out of a necessity, leaders like Marcus 
Garvey declared that Negroes must become independent of white 
capital and white employers.”® Booker T. Washington also encouraged 
the development of Negro business, bringing about the National 
Negro Business League in 1900 to encourage such activity. “The 
dominant direction of this interest has been more racial than economic. 
Attention has been centered more upon Negro business for Negro 
patronage than upon this business as a purely economic venture for 
profit.”** This was necessarily so, since it is hard to conceive of build- 
ing an enterprise devoted to the production of goods and services 
which could survive catering to the Negro ten percent of the popula- 
tion unevenly scattered over the land. Business had to be local in 
nature, serving concentrated centers of Negro population. The mar- 
ket was and is restricted in two ways. First, it is racially restricted; 
second, it is restricted as to income. 

Negro customers, who constitute the great bulk of the patronage 
of Negro businesses, are members of the poorest racial group in Amer- 
ica. Although there has been a marked increase in the level of Negro 
income, there is still a sizable gap, in figures for the nation, of over two 
thousand dollars between white and Negro median wage incomes. In 
the South this disparity is even greater. For example, in the state of 
Georgia the median white family income in 1960 was $5,027 as com- 
pared to $2,188 for the non-white family. Interviews revealed that 
while Negro businesses in the South depend mainly upon Negro 
patronage, such establishments are not sharing significantly in the 
increases in Negro purchasing power which have occurred except in 
areas left to Negro businessmen by patterns of segregation, law, and 
custom. These patterns affect both sides of the market, buying and 
selling. Negro businesses not dependent on segregation find they are 
in keen competition with those of whites in many lines. Retail trade 
has been the prime example, but now one or more white insurance 
is rare.” A decade ago, Donald Dewey stated that “at present the social cost 
of the southern employment pattern lies mostly in the export of Negro ability.” 
“Negro Employment in Southern Industry,” Journal of Political Economy, August, 
1952, p. 289. 
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companies in the South are considering employing Negro salesmen to 
work the Negro market. This looms in special significance when it 
is recalled that at one time white companies would not insure the 
lives of Negroes at all. Such competition has been increasing as atten- 
tion is called more and more to the growth of Negro purchasing 
power. A counter-penetration on a national scale has not been accom- 
plished by Negro firms, though cosmetics seems to offer a possible ex- 
ception. 

The president of one Negro insurance company related that because 
of custom, Negro firms do not insure lives of whites, and employment 
is restricted to Negroes. Such organizations are caught in this situa- 
tion and therefore give white companies an advantage. It has been 
pointed out that this is changing, but with few exceptions the market 
for Negro business firms has been limited to less than ten percent of 
the population and about five percent of the income. Job discrimina- 
tion together with a lower level of training and skill have kept the 
Negro’s income low. 

At low-income levels one customarily finds little or no accumulated 
savings and a high propensity to consume. Of necessity, purchasers 
at these levels avail themselves of credit when it is extended. Negro 
businesses as a whole are under-capitalized and therefore unable to 
grant credit and at the same time try to carry a wide variety of goods 
to meet competition of white firms." As a result the Negro housewife 
avoids the colored grocer as well as the chain store. Often the Negro 
family goes to a cheap clothing store to purchase on credit rather than 
to get good values. When the Negro furniture dealer is unable to 
extend credit, he finds it difficult to compete with the white retailer 
who experiences no trouble in having his paper picked up by the local 
bank. 

Even in those cases where some business success was realized, it 
was not always tolerated by the surrounding community. It is re- 
ported, for example, that “in many towns any sign of marked progress 
by a Negro business house [was] taken as a notice that that business 


should be crippled or destroyed. Hence, in a certain town .. . it is 
said to [have been] customary for the white city fathers to revoke the 
license or charter of any Negro business which does well.... If the 


Negro proprietor is making money, he dare not let it appear so.”?8 
This necessity to operate in a somewhat furtive manner has carried 
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over today and is at least partly accountable for the unattractiveness 
of so many Negro places of business and for the lack of adequate 
business records. The latter also stems, of course, from lack of 
training in business procedures and a desire to avoid the scrutiny of 
the tax collector, who will most certainly be white and a possible source 
of information which could lead to retaliation. This is probably 
unwarranted today. 

E. E. Hagen has pointed to the rise of business leaders from among 
disadvantaged groups at various times and places under conditions 
where success in business could compensate for discrimination against 
entering the high-prestige professions. Elaborating on this theme, 
McClelland injects the provisos that the minority group be predom- 
inantly middle class and reasonably high in his dimension of “n 
Achievement.”?® These conditions have not generally existed for 
American Negroes. The high-prestige professions have been open, 
though often only in terms of service to the race, while only a small 
segment of the minority group has attaincd middle class status. It is 
success in business which has been most difficult to attain. 

Given a background of slavery, rejection, and segregation, it is 
surprising that any seeds of entrepreneurship could find soil suitable 
for germination, particularly in the South. Much of Negro business 
supports the hypothesis that innovation will be slow or non-existent 
when stress on the organization, or the difference between the level 
of aspiration and the level of achievement, is great. Frustration or 
desperation have often been the result where aspirations have far 
exceeded achievements, personal or organizational.8° Such outcomes 
of entrepreneurial efforts have hardly served to enhance the image of 
Negro business. 


Financing 


Even for those Negroes who have succeeded in meeting the 
requirements of education and/or experience, and who feel they can 
make money in a restricted market, the problem of financing remains 
if anything but the smallest of enterprises is to be undertaken. There 
is probably more wealth in the Negro community than is commonly 
assumed, but it is not often concentrated in what one views as the 

29. David C. McClelland, The Achieving Society (Princeton, N.J.: D. Van 
Nostrand Co., Inc., 1961), p. 280. 
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usual channels to be tapped for equity money or loans. This may be 
due to the historical fact of Negro bank failures and a consequent 
unwillingness to entrust one’s funds to a Negro financial institution. 
The failure of the much-heralded Freedmens Bank after the Civil 
War, and the other failures of Negro financial institutions, have 
dimmed the faith of Negroes in economic units the white economy 
regards as essential to the growth of business enterprise. 

As might be expected, those interviewed in the study reported 
financing as their most serious obstacle to business growth and expan- 
sion. It would seem that there has been little change in this regard 
during the last twenty years. Pierce noted this in his work as he 
attributed the chief difficulties in organizing a Negro business or in 
promoting its expansion and growth to the lack of adequate capital 
and hard-to-get or inaccessible credit.3 

The difficulties faced by Negro businessmen seeking bank credit 
stem from several factors: prejudice of the white bank officials; the 
lines of business in which Negroes engage; the adequacy of records 
kept in a large percentage of businesses; lack of financial sophistica- 
tion by many Negro businessmen; and finally, the marginal position 
of many businesses. 

Evidence of the first factor was often found during the course of 
the study, though it was impossible to validate by actual check. For 
example, in one large city a distributor of consumer products said that 
he has found it extremely difficult to get a business loan from a white 
institution and so has worked to get a Negro-sponsored commercial 
bank in that city. In his words, “Banks do the bulk of lending on 
financial statements and on character. Negroes have no character so 
far as white banks are concerned. The more collateral over the loan, 
the better.” He cited an attempt to borrow $2,000 with good financial 
statements. The borrower had to pledge $3,000 in gilt-edged securi- 
ties. At the same time another bank over eight hundred miles away 
was willing to make the loan on the strength of the same financial 
statements. 

In another Southern city a Negro bank official said that prior to 
1949 a Negro could hardly get a legitimate business loan, usurious 
rates being the rule for Negroes. If one were obtained, it carried 
balloon payment provisions rendering it almost impossible to repay. 
Banks have been more interested in guarantees by whites than in the 
applicant’s business ability, according to some of those interviewed. 


31. Pierce, op. cit., p. 18. 
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This would seem to confirm what Pierce found in his study: “Southern 
mores, generally, require endorsement by whites as a definition of the 
character of Negroes. ... Frequently this means that Negroes are 
not investigated for their business competence as whites might be.”8? 

The president of one of the larger Negro-sponsored banks related 
another side of this story. He said that very often unsuccessful busi- 
ness operators attribute their poor showing to a lack of sufficient capital 
and the inability to obtain a bank loan when these may not be the real 
causes of their difficulty. To usc his words: “We might as well observe 
that the charge of discrimination because of race is often incorrectly 
raised when some Negroes are unable to obtain desired credit assist- 
ance for their business operations. Actually, the credit may be denied 
for perfectly sound reasons which have no immediate relation to the 
applicant’s racial identity.” Capital, he maintained, is constantly 
looking for profitable avenues of use in both large and small business. 
It is the responsibility of the borrower to demonstrate his capacity to 
make profitable use of capital. In the opinion of this bank official, a 
firm intention to liquidate indebtedness on schedule coupled with the 
preparation of regular, accurate financial statements is the best ap- 
proach to securing financial assistance. 

In this connection the proprietors of a large restaurant and lounge 
said that they have never experienced difficulty in securing money, 
and that long ago they learned the importance of good record-keeping. 
A Negro educator, also a businessman of some note, told the authors 
that many businessmen keep records sufficient for tax purposes, but 
that these are often not adequate to make business decisions or serve 
as means of control. Accordingly, they will then be wanting as support 
for a loan application. This partially explains the rcticence of white 
banking institutions to make loans to Negro businesses. The Negro 
institutions, on the other hand, are often more conservative in their 
loan policies, but at the same time have been willing to work with 
selected businesses so that the necessary records could be developed 
to present a clear financial picture. 

Another bank president emphasized the average Negro business- 
man’s unwillingness to put all his effort and capital into his business. 
He may invest instead in some “broken down real estate,” hoping thus 
to be a landlord rather than ploughing back earnings into the business. 
There is also the natural inclination to expand personal consumption at 
the expense of reasonable retention of earnings. “The rulc is sacrifice” 
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to get capital formation, and this conservative, self-reliant attitude does 
not enjoy high popularity, according to this banker. 

An additional aspect of the problem of financing, according to 
some respondents, is the information held by credit agencies about 
Negroes. This is, they contend, often incomplete and inaccurate. 
Because of the lack of communication, for example, of the kind afforded 
by Chambers of Commerce, Rotary Clubs, and other civic and business 
groups, credit agencies rely on figures only when white references 
are not presented. It is felt that the merchants’ bureaus rate all Negro 
customers as sub-standard and therefore charge higher rates—15 per- 
cent instead of 8 percent. 

The greatest barrier is the need for equity capital, a problem of 
all business, and particularly small business. Here the Negro business- 
man faces a dilemma. The small Negro banks, just like other banks, 
cannot supply venture capital which is sorely needed to enable the 
Negro businessman to break out of the service type of establishments 
into manufacturing, which contributes so much more in terms of value 
added and employment. On the other hand, Negroes, because of the 
low level of incomes and consequent inability to save large amounts of 
capital to build up their enterprises, have been unable (and, as has 
been pointed out, unwilling) to rely on internal financing. It seemed 
to the authors that there exists in some quarters an unawareness of 
sources of capital which might be tapped, such as the Small Business 
Administration, to which some have successfully applied. There was 
also some lack of sophistication concerning the proper balance in a 
capital structure for different kinds of business. 

Since the urgent need is for equity financing which banks cannot 
provide, the Negro businessman may well turn to greater use of the 
corporate form of business. Many corporations which do exist are 
closed and in some instances are still family organizations. There is 
some evidence that cooperation and a pooling of equity funds is taking 
place. Possessing but little capital as individuals, it is incumbent for 
those with entrepreneurial instincts to get these individuals to pool 
their resources. As can be seen, a requisite for such pooling is the 
existence of a spirit of mutual trust. 


Mutual Trust 

If wider use of the corporate form of business is to serve the 
potential Negro entrepreneur by providing a pooling of capital funds, 
it must be preceded by growing willingness to participate in 
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risky ventures. Because of their disadvantaged position, Negroes have 
often been relieved of what they had by members of both races. The 
stereotypes of Amos and Andy and the Kingfish, though repugnant to 
a race trying to better itself, are nonetheless easy to identify today. 
This lack of mutual trust, coupled with wariness in dealings with 
whites, has been a serious obstacle to the development of Negro enter- 
prise. 

In a biting commentary the Reverend Gholson has declared that 
“much of the wealth which he [the Negro] has acquired has been 
literally stolen from him by unscrupulous and designing individuals 
who felt a kind of divine mandate to live by the sweat of another’s 
brow. Having a better knowledge of economic trends, and enjoying 
a better economic position, they could do this not only with impunity 
but with public approval.”*? Such experience stirred in the Negro a 
deep distrust of the white man in business. This was added to the 
psychological set carried forward from the days of slavery when Ne- 
groes were divided into “house” and “field.” The former usually had 
more privileges and more education and were naturally exposed to 
the culture of the day. They also gained favors by acting as a sort of 
spy system on their less fortunate fellows, so that even within the Negro 
race in the South there was no natural development of solidarity and 
mutual trust.24 Centers of Negro business in the South visited by the 
authors exhibited both extremes of this dimension, which helps his- 
torically to account in a major way for the success or lack of success 
of Negro entrepreneurship. 

The extreme of distrust or individualism was found in New Orleans. 
“Coming down through the years since slavery Negroes have been 
successfully brainwashed not to trust each other” is the way it was 
expressed by a long-time resident of that city. He listed different 
racial backgrounds and cultures which characterize New Orleans and 
an absence of leadership as reasons for the lack of real entrepreneur- 
ship among Negroes there. With a Negro population of a quarter 
million, New Orleans has no Negro savings and loan association or 
commercial bank. Three attempts have been made to organize a 
commercial bank. Once, the state banking commission would not 
grant approval; and since then it has been impossible to raise the 

33. Edward Gholson, The Negro Looks into the South (Boston: Chapman 
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$300,000 necessary for a federal charter. At the same time there are 
some eighteen small industrial-type insurance companies in the one 
city, each with its own family interest. According to one respondent, 
this variety of backgrounds will make it extremely difficult to effect 
mergers necessary to avert failures which must certainly occur attend- 
ant on the swing away from industrial to ordinary insurance. 


Communication 


Granted the ingredients of education and know-how joined 
to adequate financing, directed toward viable market objectives, and 
reinforced with a spirit of mutual trust, successful entrepreneurship 
outside “the rackets” still requires what Cole had called “a beneficent 
climate of social opinion, a changing climate, to be sure, but one that 
does not discourage the flotation of new enterprises.”*> Relegation of 
Negro business to a position out of the mainstream serving only in 
those areas where white businessmen did not choose to serve could 
hardly be regarded as a climate favorable to entrepreneurship. With 
the focus of business in general changing from community, to industry, 
and then to nation, most Negroes were perforce limited to community, 
though exceptions to this can be found. 

The beginning of modern economies as we know them today was 
tied to the emergence of markets and trade following the feudal 
period. The years following the Civil War are comparable for the 
South. The general trend to commercial development and the spread 
of communication media and the lifeblood they gave to commerce 
were largely missing for the Negro. He could not join trade associa- 
tions or local Chambers of Commerce where information of the market- 
place was exchanged, and trade publications seldom were directed to 
his problems in business. This is the rule even now. Various 
professional organizations pertaining to one of the functional fields of 
business are generally closed to his membership. 

One businessman who engages in manufacturing said that the lack 
of communication constitutes a part of his trouble in obtaining fi- 
nancing and access to markets. He maintained that the Negro bank 
is not familiar with his kind of manufacturing business and the white 
bankers do not know him. “One way to open up the channel of com- 
munication and thereby permit the Negro to learn some know-how of 
business would be to integrate the Chamber of Commerce,” says this 
manufacturer. Thompson has described this situation with particular 
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reference to New Orleans: “There is no Negro member of the New 
Orleans Chamber of Commerce, the powerful Young Men's Business 
Club, Rotary, or any other organization where economic trends, oppor- 
tunities, and planning are discussed by experts. This, coupled with 
the fact that the Negro Business League in New Orleans has always 
been anemic, means that the individual Negro businessman has few, 
if any, opportunities to benefit from the thinking and experience of 
other businessmen.”?® 

Of course it would be ridiculous to contend that there are no points 
of contact between the white and Negro business communities in any 
given situation. But on the Negro side they are often limited to a 
few persons of prominence such as the barbers who were the founders 
of the two large life insurance companies or the president of the multi- 
ple-line casualty company who gained his experience working with 
whites. There have been othcrs who for one reason or another served 
as communication links between the two communities and were some- 
times dubbed “Uncle Toms” for their efforts. In failing to wave the 
black flag and thus destroy his effectiveness, Dixie’s only Negro legis- 
lator in a century, Senator Johnson of Atlanta, is beginning to have this 
reputation.*7 

One can see, then, that for the Southern Negro the usually assumed 
requirements for the rise of entrepreneurship have often been lacking 
or present only in diluted form. Some of these, it might be added, 
were missing for the white man too, notably tolerance for any break- 
down in the social structure or acceptance of change.*& The combina- 
tion of a rural economy and an orientation to European customs and 
values when considering a career left but little acceptance for money- 
making or a social structure built on obvious accumulation of property 
and conspicuous consumption rather than on land. Incentives for 
white men to engage in entrepreneurship in the South were weaker 
than in the North, and artificial barriers have made entrepreneurship 
appear even less appealing to the Negro. 

Yet in spite of the difficulties, past and present, recited in this 
section, Negro entrepreneurship has occurred in the South. It has 
performed several important functions beyond the merely economic, 
though in terms of employment offered and markets served it has not 
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made important contributions. It is the task of the following section 
to describe specific enterprises in a cross section of Negro business. 


Southern Negro Entrepreneurship Today 


Financial Institutions 

The greatest entrepreneurial activity demonstrated by Negro 
businessmen has been in the area of financial institutions. Here the 
authors noted the most complete preparation for the entrepreneurial 
role and the most astute leadership. These institutions include insur- 
ance companies, banks, and savings and loan associations. 


Insurance Companies 


Negro insurance companies visited by the authors ranged from 
the special assessment type with assets of $1,500,000 to the largest 
life company with present assets close to $77,000,000 and $337,000,000 
insurance in force. A composite statement of member firms of the 
National Insurance Association, Inc, based on forty-one companies 
submitting the full statistical report as of September 1, 1961, shows 
total assets of over $300,000,000. At present it is estimated that the 
fifty-one N.I.A. companies have total admitted assets of close to $320,- 
000,000 and total insurance in force of $1,900,000,000. Three major 
Southern institutions included in this association were visited—North 
Carolina Mutual, Durham, North Carolina; Atlanta Life, Atlanta, 
Georgia; and Universal Life, Memphis, Tennessee. Figures from com- 
pany records indicate changes in assets and life insurance in force as 
follows: 


Assets and Insurance in Force of Three Southern Life 
Insurance Companies Visited 


Assets 
Name of Company Dec. 31, 1960 Dec. 31, 1951 Increase . Percent 
North Carolina ; 

Mutual $67 ,600 , 990 $33 , 558,781 $34 ,042 , 209 101.44 
Atlanta Life 53 ,663 , 900 26,622,571 27 ,011 ,329 101.46 
Universal Life 18,749,310 9,284,149 9,465,161 101.94 

Lire INsuRANCE IN Force 
North Carolina 

Mutual $277 ,186 , 658 $164 540,211 $112 ,646 ,447 68.46 
Atlanta Life 176 ,192 ,665 145 ,721,897 30,470,768 20.91 
Universal Life 116,220,219 73,594,999 42 ,625 , 220 57 .91 
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These statistics indicate the growth of these life companies over a 
decade. However, the figures should be interpreted in the light of 
changes which have taken place in the Negro market over the last 
twenty years. Population has doubled since World War H, and in- 
come has increased more than 50 percent since 1950 and has more 
than tripled since 1940. There are more and more Negroes moving 
from lower to upper levels of income, At the same time their life 
expectancy is sixty-four years, over 40 percent greater than twenty 
years ago.*® 

The most notable example of entrepreneurship in life insurance is 
that of North Carolina Mutual. The Penrose definition of enterprise 
“, as a psychological predisposition on the part of individuals to 
take a chance in the hope of gain, and in particular, to commit effort 
and resources to speculative activity,” does not characterize the motiva- 
tion of the founders of this company.*° A definite need existed, as 
most white companies simply refused to insure the lives of Negroes. 
Those which did offer insurance would not consider individual applica- 
tions, and considered all Negroes as substandard risks justifying higher 
premiums. With the expenses of final illness and burial sapping small 
financial resources, the hat was often passed at the cemetery. Two 
persons in the city of Durham who were always called on for assistance 
were John Merrick, who operated a barber shop for whites, and a 
young Negro physician. To provide a systematic and organized 
approach to aid, they set out to organize an insurance company. 
These men had no knowledge of, or experience in, life insurance, 
although they did have some familiarity with fraternal organizations. 
Joining the two was C. C. Spaulding, bringing to the position of gen- 
eral manager his experience as a grocer. 

During the company’s early years trained personnel were not 
available, and trial and error was often the method. Establishing con- 
fidence in a financial institution owned, managed, and staffed by 
Negroes was a pioneering job. But the regulatory authorities approved 
the operation and claims were paid. Word of this spread, and the 
company was on its way to becoming the 185th largest among more 
than 1,400 in the United States. Employment is offered currently to 
1,200 Negroes in more than 50 job categories such as those of execu- 
tive, technician, lawyer, investment specialist, manager, programmer, 

39. 1962 Statistical Abstract of the U.S. and 1960 Census of Population, U.S. 
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and salesman. Equipment and other facilities are all modern, includ- 
ing the latest in electronic data processing. The firm is at present 
engaged in building a new home office on the famous Duke four 
acres in Durham. 

One of the major problems faced by the company through the 
years has been obtaining and retaining qualified personnel. One re- 
sponse has been home-office and regional schools in agency manage- 
ment and life-insurance selling. In addition, office personnel have 
been given special courses, and appropriate persons have been enrolled 
in leading schools in insurance. 

Growth of the company can be attributed to various factors: im- 
proved training of the home office and field staff; new lines of insurance 
coverage; improved economic status of the Negro stemming from im- 
proved job opportunities for him; and merger with other companies. 
The company’s image has continually strengthened, and as income and 
life expectancy of the Negro have increased, so has his demand for 
ordinary insurance to replace the weekly premium type. 

The second largest Negro-owned life insurance company is located 
in Atlanta. It is a stock company, founded by another barber who 
catered to the white trade. Professor Hickman in his descriptions of 
entrepreneurship spoke of the eclectic concept of Gambs and Wert- 
heimer, which includes “. . . good contacts with persons informed on 
business and political matters; discretion . . . ability to pick good lieu- 
tenants . . .” as characteristics of the true entrepreneur.4t Such a 
description fits the founder of this company. It was in barbering that 
Mr. Herndon made many acquaintances with people of influence in 
the community who helped him. He was approached by a group of 
Negro ministers who had been administering a benevolent society 
which they wished him to take over. In 1905 the Atlanta Mutual 
Benefit Association was formed. It was a weekly premium operation, 
but by 1927 it was writing ordinary insurance too. 

Influenced by the failure of Standard Life in Atlanta, Atlanta Life 
has striven to make safety its prime objective. Operating through 
sixty offices in eleven states, it employs close to 1,700 people in the 
field; and a career training course is now peopled almost entirely by 
college graduates. The administrative officers are highly competent in 
their specialties. 

In Memphis, Tennessee, is another example of entrepreneurship in 
life insurance, headed by a man holding degrees from Fisk, the Uni- 
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versity of Michigan, and New York University. He is also president of 
the Tri-State Bank of that city. Unlike other Negro entrepreneurs, he 
has a business background furnished by his father, who was the foun- 
der. The latter had been active in business in Mississippi and moved 
to Memphis to form Universal Life. In 1958 the company purchased 
Excelsior Life of Dallas, and in 1961, it took up 83 percent of the 
stock of Louisiana Life of New Orleans. The company employs 122 
persons in its home office and 650 in the field. Supplying money for 
mortgages on Negro housing projects, it has serviced hundreds of 
borrowers and lent millions of dollars, two-thirds of it federally insured. 

As with other life companies, the major problem is finding the 
qualified personnel so essential to efficient operations. The president’s 
approach is to locate young men with potential within his organization 
and to pay for their training in a leading institution such as Harvard 
or the University of Michigan. Life Office Management Training 
Programs are also used. Of note was this man’s comment that Negro 
businesses suffer from trying to operate exclusively with Negro per- 
sonnel. 

Although these three enterprises are soundly managed and make 
profits, one can easily detect the persistence of uplift motives. Each 
company takcs pride in the fact that it has contributed to better hous- 
ing. “Because of the Negro financial institutions,” the president of 
one company said, “you will find that Negroes are better housed in 
Durham, Atlanta, and Memphis than anywhere in the world.” Not 
only does the Negro financial institution make mortgage loans, it calls 
to the attention of the white community the fact that the Negro is a 
good risk for a home mortgage. In addition to home development, 
one executive reported certain funds allocated for small churches, 
widows, or young men just starting careers. An example was cited of a 
young mechanic who had made application for a five-year $18,000 
loan to finance a truck service station and small restaurant. Although 
the amount requested was larger than the company usually lends to 
an individual, it was approved because the officers felt this young man 
was deserving of help he might not otherwise be able to obtain. 

In contrast to the vigorous life companies just described, the au- 
thors found in New Orleans eighteen small family-owned companies 
selling industrial insurance. One company executive talked at length 
about the problems of entrepreneurship in that city and about the 
insurance business in particular. With the trend to ordinary life one 
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would wonder whether such companies can continue to survive, much 
less grow. 

An interesting example of fraternal insurance is in a Southwestern 
city where a small burial society has grown to a membership of 25,000 
and assets of $1.5 million. Insurance in force amounts to $20 million 
and over $100,000 in claims is paid yearly. Since this city has not had 
until recently a commercial bank, and only a small savings and loan, 
sources of funds such as this have played an important role in financing 
some Negro enterprises at reasonable rates of interest. 

Negroes have also entered the casualty, fire, and fidelity insurance 
fields. Two examples will be offered. The entrepreneur behind the 
growth of the first company is a graduate of Morehouse College who 
started as an insurance agent. When his company was sold to a white 
firm, he developed some of his own brokerage connections and was 
later able to establish his own company. Deciding to try for some 
large accounts, he formed an alliance with the oldest established firm 
in the city. By serving as a subagent for them, he was able to learn the 
techniques and practices of the industry. By 1947, premium volume 
was over $300,000, and was thought to be sufficient to start the com- 
pany referred to above. The president of the local commercial bank 
was consulted, along with other Negroes in the professions and busi- 
ness. Capital of $200,000 was raised in thirty days to meet the state 
requirement. Here is an example of the importance of mutual trust. 

By 1958, the executives of the company saw that they should follow 
the trend to become a multiple-line firm. The public took up a stock 
issue of $300,000 rather quickly, and they are now the only multiple- 
line Negro company operating in the United States. Operations are 
carried on in four states, and resources are $1 million with an annual 
policy volume of over $800,000. 

The president attributes his success to a number of factors. First, 
the support and cooperation received from the local bank aided im- 
measurably. This support went beyond providing financial entre- 
preneurship; it served to provide customers through its contacts in the 
business community. Because these people are in the service business, 
any prosperous Negro businessman is a potential customer for them 
all. Second, nearby Negro educational institutions were of indirect 
and direct benefit. Some of their professors have business interests 
and have brought their students into the businesses with them. The 
institutions have also provided a flow of educated trainees. Finally, 
the business climate, while not frankly encouraging to the growth 
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of Negro enterprise, has not been repressive. There has even been 
the desire to have some Negro business succeed to prove lack of 
repression. 

The rise of fraternal orders among Negroes created the need to 
provide bonding for those who were handling funds and who could 
not get coverage from existing companies. The firm visited in the 
fidelity insurance field was organized with the assistance of Negroes 
in the life insurance field. A stock company with $50,000 capital and 
$25,000 surplus was formed. The stock was distributed locally to 
organizations and individuals. The major problems have centered 
around this undercapitalization. By requirement, not more than ten 
percent could be committed to any one risk, which created a limit of 
about $7,000. As economic growth required larger amounts of insur- 
ance, the limitation kept the firm’s volume low. While the firm can 
now write up to $27,000 on one risk, it cannot do business in other 
states because of limited capital. In fact, it had to withdraw from 
one state where it had been operating. 

The president feels that the prospect of increasing capital is al- 
most nil, since profits are restricted by insurance rates and most of 
the income is from premiums and not investments. With the trend 
away from fidelity into multiple-line firms, this company is now in 
the process of merging with a fire insurance firm in the city to make 
a multiple-line company with a minimum capital of $750,000. It will, 
in time, become a subsidiary of a Negro life insurance company. With 
consummation of the merger the president believes the company will 
be better able to compete in the developing situation where patronage 
will be on the basis of service and not on race. 


Commercial Banks 


“The Negro banking industry has long been a source both of 
race pride and race difficulty. The banker .. . symbolizes the success- 
ful businessman of the community, and the race, anxious to demon- 
strate the extent of its success in the business world, has looked 
hopefully upon its banking efforts.”4? While there have been failures, 
beginning with the famous Freedmen’s Savings Bank, a bank for 
Negroes managed by whites, the experience has not been unlike that 
of white banks. Reasons for these failures are those common to all 
types of banks: speculation, over-capitalization, stock manipulation, 
mismanagement, and misappropriation. 


42, Kinzer and Sagarin, op. cit., p. 102. 
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According to what the authors found in three commercial banks 
visited, such reasons for failure are not likely to characterize them. 
The president of each is well educated, knowledgable in financial 
matters, and surrounded with competent executives. Generally con- 
servative practices seem to prevail. 

As in the case of insurance, Negro banking has aimed at satisfying 
a definite need—to provide a range of credit assistance to Negroes. 
An important side effect has been to force a reconsideration of loan 
policies in white banks which welcome Negro depositors but are 
generally not interested in extending loan services. There has been 
no real competition from white banks for Negro business loans; a 
survey of major Atlanta banks revealed but few Negro business loans 
on their books. 

In most instances the same people who were founders of the 
insurance companies were also instrumental in starting the banks. In 
some cases the banks were created as depositories for the insurance 
companies. This connection helped to win public confidence, lack of 
which was a problem inherited from early failures. 

Despite marked progress and growth, the fact is that Negro bank- 
ing today is still an extremely small part of the American banking 
industry and can service only a small proportion of American Negroes. 
For example, the ten Negro banks in 1960 had combined resources 
of $53 million, which is about the size of the Bank of Georgia alone, 
and only one thirty-third of one percent of total assets of all banks 
in the United States. But an individual bank such as Citizens Trust 
in Atlanta today has more assets than all Negro banks combined had 
in 1933. The past twenty years have seen extraordinary growth. In 
1940, the eight commercial banks owned and operated by Negroes 
had total assets of only $5 million. Over the same twenty-year period, 
the total assets of all U.S. commercial banks went from $68 billion 
to almost $200 billion. The problem has been in founding new institu- 
tions. If the premise is accepted that no business community can 
achieve its full business potential without adequate banking facilities, 
it is easily seen that the Negro business community has suffered from 
this situation.4? On the other hand, bank growth is based on the 
number and strength of business customers. One might ask which 
will come first in the Negro community. 


43. These figures taken from H. Naylor Fitzhugh, ed., Problems and Oppor- 
tunities Confronting Negroes in the Field of Business (Washington: U.S. Depart- 
ment of Commerce, 1962), p. 74. 
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The newest entrepreneurial attempt in banking was found in Hous- 
ton, Texas. There a young Harvard Business School graduate and 
professor at Texas Southern University has sparked the organization 
of a commercial bank. Local Negroes of means, and a number of 
persons from the white educational community, have assisted. With 
a broad base of community support, the $500,000 initial capital was 
quickly oversubscribed. The building is almost finished, and even 
those who had opposed the idea have bought stock.*# 

Houston had no Negro commercial bank, and Negroes found it 
difficult to obtain financing. One aspect of the problem as expressed 
by the new bank’s president is a lack of communication between the 
white and Negro business communities. He recognized that while race 
is a factor, large banks deal with large customers, and it happens that 
most Negro business is small. In his opinion, the business interests 
of Houston’s 250,000 Negroes cannot reach their full potential with- 
out adequate banking facilities, which until recently have been lack- 
ing. Although the primary motivation behind establishing the bank 
was to provide working capital financing, it is not intended to serve 
Negroes alone. Rather, it will cater to the total financial needs of the 
racially mixed area where it is located. Many of the local business- 
men are stockholders and will naturally take their business to the 
new bank. 

Again, the barrier to organization of the enterprise has been locat- 
ing persons with training and experience in banking. Negro banks 
in other cities can ill afford to release some of their trained employees 
in whom they have made a heavy investment. The problem is made 
all the more acute by the fact that Negroes have not been in re- 
sponsible managerial positions in banks other than those operated by 
Negroes. The number of Negro savings and loan associations has 
grown faster than the number of commercial banks, and some people 
might be recruited from them. 


Savings and Loan Associations 


The increasing significance of the savings and loan associa- 
tion in Negro financial circles is fairly apparent because of the enormi- 
ty of the Negro housing problem. There are approximately forty-five 
savings and loan associations in the United States with assets totaling 
about $300 million. According to the Department of Commerce, in 
1947 there were only twenty-five with combined assets of $9-$10 mil- 


44, The Wall Street Journal, Oct. 25, 1962, p. 1. 
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lion. Besides demonstrable need, there are other reasons accounting 
for this growth. First, the recent success of Negro-managed financial 
institutions has led to increased confidence in them, and good manage- 
ment has justified this confidence. The increase in the level of Negro 
income generally has made home ownership a more feasible solution 
to housing pressures. Regulation has contributed to success. Being 
federally chartered, these associations are required to hold member- 
ship in, and are supervised by, the Federal Home Loan Bank System 
and the Fedcral Savings and Loan Insurance Corporation. Further- 
more, since charters are from the federal level, possible discrimination 
at the state level is by-passed. Federal examinations have been wel- 
comed by the Negro savings and loan executives as instilling confi- 
dence and assuring proper operation. 

Three associations were visited. An outstanding example is an 
association which began operating with $1,500 of the original $15,000 
permanent capital subscribed by the board of directors, composed 
of fiftecn of the city’s leading Negro business and professional men. 
Since the granting of a federal charter a decade ago, shareholders 
have received $700,000 in dividends; and loans have been made in 
the metropolitan area of over $12 million. Many whites are counted 
among the 5,000 shareholders, indicating public confidence. In 1963, 
a branch office was opened in another part of the city, and by the 
end of that year assets amounted to over $10 million. Loans of $8.6 
million were distributed as follows: 39.4 percent for home purchases, 
29.2 percent for refinancing, 26.8 percent for home construction, and 
the remaining 4.6 percent for other purposes. 

Another example is an association located in a smaller city, but with 
equivalent resources and 30 percent of deposits coming from whites 
in the area. The president of the company, a native of Atlanta and a 
graduate of Atlanta University, started work as an agent for an insur- 
ance company in his home city. He moved to take over management 
of the association in 1935, and attributes much of its success to the 
coordination and cooperation between the local bank and insurance 
company. There is some competition from white banks and savings 
and loan associations in this city, but it is not bitter because the profit 
potential is not great. They do not take up each other's paper. He 
noted, however, that the white banks’ reaction to the Negro-managed 
savings and loan company has progressed from curiosity to concern to 
competition. 

One of the most remarkable examples of entrepreneurship was 
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found in a large Southern city where Negro business revolves around 
one family. Interests include: a life insurance company with over $50 
million of insurance in force; a federal savings and loan association 
with assets of $5 million accumulated in three and one-half years; 
a chain of funeral homes throughout the state valued at $250,000; a 
cemetery worth $200,000; apartment houses containing more than 
seventy units; a realty and investment company with assets over 
$300,000; a business college which trains personnel to run these far- 
flung enterprises; and a modern motel and restaurant. Recently com- 
pleted is a million-dollar building which houses some of these enter- 
prises. Employment is afforded over 360 persons with an annual 
payroll of close to $800,000. These business interests are reputed to 
serve over two-thirds of the Negro population of the state. 

In contrast to many of the examples cited so far, the president and 
founder of this “empire” had little formal education. Furthermore, 
he has catered to a totally segregated clientele. His accomplishments 
could not be duplicated today. For him a strong motivating force has 
been a fervent desire to provide employment for Negroes, seeing 


economic strength as one avenue to improve the Negro’s position in 
the South. 


Non-Financial Enterprises 


The preceding section attests to the success of Negro entre- 
preneurship in banking and insurance, where Negroes have moved to 
fill the needs created by the general unwillingness of white institu- 
tions to trust Negroes in financial matters. Any Negro-business census 
performed today in selected Southern cities along the lines of Pieroe’s 
study of twenty years ago would still reveal the great bulk of such 
business to encompass very small concerns in retail trade and services, 
employing from two to ten people, with assets and gross annual sales 
of less than $20,000. Such establishments, located mostly in neigh- 
borhood areas, make up about 94 percent of total Negro businesses, 
with financial institutions comprising another 4 percent. Only 2 per- 
cent of total establishments thus remain to include such activities as 
printing and publishing, manufacturing and distribution, or construc- 
tion and real estate. It is in these areas where evidence of entrepre- 
neurship can be found. 

One might at once ask why there is so little business success out- 


45. Fitzhugh, op. cit., pp. 20-29. 
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side the general area of finance. In 1917, Brown noted that “corporate 
business success of any appreciable proportions calls for individuals 
with liberal intellectual culture, efficient business training, and keen 
business sense.”*° These he found lacking among Negroes, a situa- 
tion which has not changed greatly in the intervening forty-five years. 
Frazier has complained that in past studies of Negro business there 
has been failure to state the basic reason for the lack of business 
success. In his view, it is the “fundamental sociological fact that the 
Negro lacks a business tradition. ... Neither the tradition of the 
gentleman nor his peasant heritage had provided the Negro with this 
outlook on the world.”*7 Even if a tradition and training roughly 
comparable to that possessed by whites be assumed, the size and 
distribution of the market served would remain a problem. The pat- 
terns of segregation, in both the North and the South, would still 
preclude a market penetration sufficient to support businesses which 
could make important contributions to economic development in terms 
of value added, sales, or any other measure which might be chosen. 
White firms are paying increased attention to the so-called Negro 
market.*® There is a definite disadvantage in dealing with a theoretical 
ten percent of the population which is in the lower-income brackets. 
It is not so apparent in the retail and service industries where patrons 
are concentrated. It would be immediately encountered in manu- 
facturing for a racial segment of the national market.*® “Where Negro 
business cannot base its appeal on convenience of locality, or on 
custom and law, but on competition, the Negro-owned store obtains 
practically none of the white trade, but also obtains only a fraction 
of the available Negro trade.”®® Nationwide competition in the general 
market is even more difficult. 

46. Brown, op. cit., p. 11. 

A7. Frazier, op. cit., p. 165. 

48. Recent references may be found in Business Week, May 26, 1962, p. 76; 
in Time, February 9, 1962, p. 80; the New York Times, July 1, 1962, p. 1F; and 
a special staff report prepared by Jack L. Cooper of the Federal Reserve Bank 
of Atlanta entitled “The Negro Market: Reality or Illusion?” 

49. There is little empirical evidence to demonstrate that Negro consumption 
patterns differ markedly from white, aside from some specialized cosmetics. 

50. Kinzer and Sagarin, op. cit., pp. 9-10. This is pointed up in the effects 
of the boycott of white establishments during desegregation campaigns. Some 
store owners in downtown Albany, Ga., reported a 40 percent decline in sales, 
somc of this undoubtedly due to whites avoiding areas of racial disturbance. 
This same report also noted an increase in business in Negro stores to such an 


extent as to encourage further investment by Negroes in these businesses. Wall 
Street Journal, Sept. 6, 1962, p. 1. 
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Manufacturing and Distribution 


In spite of the barriers to success just recounted, examples of 
Negro entrepreneurship in manufacturing and distribution were found 
by the researchers. Probably one of the most interesting demonstra- 
tions of self-help can be found in Clinton, N.C., an area seriously 
affected by the unemployment or underemployment typical of so many 
Southern towns in agricultural areas. A sewing company was organ- 
ized in 1961 and is operating in two modern plants turning out chil- 
dren’s clothing. A Negro physician and other leading Negroes of the 
town were the organizers, abetted by local support of a stock issue 
now held 60 percent by whites and 40 percent by Negroes. Over 
one hundred girls are employed in the production work, and active 
day-to-day management is in the hands of a Northern white man 
familiar with the business. Money has been borrowed from the local 
white savings and loan association, and the employees have a stock 
purchase plan. The marketing problem is minimized, since the firm 
acts as a subcontractor and does not have to compete in the primary 
market. 

Some Negro manufacturing has been centered around the so-called 
Negro market. The best-known example is cosmetics, particularly 
hair preparations. Two firms were visited which differed in some 
respects. The owner of one came out of the rice paddies of Louisiana 
and managed to secure an education as a pharmacist. On weekends, 
he packed his mixtures in a car and sold them house-to-house on 
plantations. His next step was to attract agents to sell the products 
while he devoted his time to manufacturing. The operation at present 
is relatively small, carried on in outdated premises. The machinery 
seems modern, but the packaging is not. Most of the quarter-million 
in annual sales goes to Louisiana, Texas, and Mississippi, though there 
are active accounts in Cleveland, St. Louis, and Chicago, and on the 
West Coast. Distribution is principally through chain stores. Though 
some of the products would likely be used only by Negroes, a major 
portion of the line is in general use, and the owner estimates that 40 
percent of his sales go to whites. 

The other firm is thirty-five years old, but much more modern in 
appearance, in terms of both product line and place of business. The 
present owner is a son of the founder, who had also invested in a 
newspaper, an insurance company, and a construction firm. This man 
had gone to Fisk and then to Columbia University, where he had 
learned about preparing mixtures basic to cosmetics. His son, the 
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present owner, had also gone to college, but was not prepared for 
business management. He admitted to the authors that he had made 
mistakes and thus was learning the hard way—through experience. 
He made an interesting comment to the effect that the average white 
man has seen and known a businessman; the average Negro has not. 
In locating his new factory and office out of the Negro business dis- 
trict, and in hiring white salesmen, he has tried to break out of the 
category of “Negro businessman,” which for him implies severe limita- 
tions. 

The two principal problems faced by this young entrepreneur are 
staffing and finance. He admits that he is a one-man organization 
with no depth in the executive ranks. The ready-made Negro execu- 
tive is just not available for hire, some of the best having already 
been hired by white firms trying to exploit the Negro market. Even 
he had been offered the job of sales manager for the Negro market 
for a large Northern cosmetics firm.®! He refused the offer, not wish- 
ing to have his activities circumscribed in this way. As he now 
operates, he competes on a national basis with the giants of the in- 
dustry. In many places where his products are sold, however, it is 
not known by the dealers and their clientele that they come from a 
Negro firm. 

To compete on a national basis requires substantial capital, not 
only for manufacturing facilities extensive enough to handle volume 
orders at low cost, but for money to carry a large inventory of raw 
materials and shipments in transit. The short-term commercial loans 
needed to carry the latter two items would not be difficult for a 
white firm with similar markets to secure. Two things make it dif_i- 
cult for a Negro firm. First, white institutions in the South have not 
been interested in Negro loans, even though they are familiar with 
the financing of enterprises engaged in manufacturing and wholesale 
distribution. Second, the Negro institutions are, on the other hand, 
often unfamiliar with these lines of business and are accordingly 
cautious about accepting such risks. This cosmetics firm has there- 
fore been financed in a piecemeal fashion, borrowing from banks, 
friends, family, or the Small Business Administration. Here is a busi- 
ness, then, suffering from certain handicaps while trying to clear the 
barriers of segregation and to meet the full force of competition from 
established white businesses.®? 

51. Harvey C. Russell, vice-president (special markets) of Pepsi-Cola Co., is 


one of the best known examples of Negro executives with white firms. 
52. Other Negro manufacturing enterprises embracing brooms, mattresses, 
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The researchers also visited firms engaged in the distribution of 
cosmetic products. Though originally designed for a racial market, 
the product lines now have general appeal, as pointed out above. In 
one city, this type of business is carricd on by a college graduate 
who has also earned a degree at Oxford University and taught at 
Fisk University. His time has been divided between his business and 
civic activities. While serving as president of the Negro business 
association, he was active in organizing the first Negro commercial 
bank in his city. The distributorship now has eight offices, fifteen 
salaried people, and about three hundred commission salesmen are 
employed. 

A strong motivating force behind the entrepreneurial activities of 
this man has been the desire to create jobs for Negro students coming 
out of college. While a professor, he wanted to prove to himself that 
this could be done. Many students are currently employed, and one 
college graduate earns $12,000 per year with the organization. In 
turning from the teaching profession, this man started working as a 
“troubleshooter” for the manufacturer of his present line of products. 
He wanted to learn the business from the ground up—not only sales 
but also administration. In time, he asked for a distributorship, man- 
aged to borrow some money, and settled in a growing Southern city. 
The eight offices were opened in eight years. Capital has been a 
perennial problem in spite of the demonstrable success of the busi- 
ness. Lack of Negro-operated banking facilities has been a factor, 
and was a spur to this entrepreneur's activity in bringing these into 
being. 

This cnterprise does not cater exclusively to the Negro market; 
two whitc salesmen are employed to sell to the white dealers. Inte- 
gration can only help this business, as even more of the general 
market can then be tapped. There are still potential customers of 
both manufacturers and distributors of these products who will not 
purchase from a Negro firm, and various measures are taken to hide 
this identity. Employing white salesmen to call on white accounts 
is one. “Forced identity” is also avoided by using a “blind” Fifth 
Avenue address on advertising and promotional literature. 

Another firm in cosmetics distribution has from 1,500 to 2,000 
retail stores as customers in a three-state area in the Deep South. It 
is in the form of a partnership. One man has supplied most of the 
plastic apparel, shirts, shoes, and meat products have existed or are at present 


in operation, but these were not visited. For one report see Wall Street Journal, 
May 4, 1962, p. 1. 
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money, the other the know-how gained from experience as a pharma- 
cist in a Northern city. The latter started out in sheet-metal work and 
drafting, but found discrimination in the North in that line. He turned 
to pharmacy school and with this education was able to secure em- 
ployment, first with a small drug chain and then with a very large 
one. Moving back to the South in 1961, he rejoined the firm and has 
been responsible for a major increase in the volume of business done. 
Experience with the large drug chain equipped him to activate and 
then enlarge a training program for the commission salesmen, who 
now number about twenty. 

Operations differ from the firm described above in that retail drug 
stores and beauty shops are an important part of the business in the 
large city where the firm is located. Another important difference 
lies in the attitude toward dependence on a racial market. The retail 
and service activities located in the Negro neighborhoods obviously 
focus attention on the racial aspects of the business, but racial loyalty 
is also viewed as some insulation from the full force of competition. 
Added to this is the greater availability of educated employees. All 
are high school graduates, and a few have had some higher education. 
To a degree, this may represent underemployment of certain talents, 
but with other avenues of employment closed to those who do not 
prepare for the professions within the segregated community, these 
opportunities appear attractive and can be financially rewarding.®* 
In sum, the present orientation of both the firms in cosmetics distri- 
bution is toward the Negro customer, but, in the case of the first, 
integration is welcomed as an opportunity for business expansion 
rather than as a precursor of stiff competition. 

In the general area of distribution, another example is a firm which 
holds a franchise from one of the large tire manufacturers. The 
principal in this firm is a college graduate possessing a master’s de- 
gree who had at one time been the principal of a school. His firm is 
now enjoying gross sales of nearly a quarter-million dollars per year 
and is about to undergo expansion into another district. When he 
asked for his own franchise in the upper-class Negro district, know- 
how had to be joined to capital. The latter was obtained by privately 
selling an issue of stock which brought in $26,000. The business was 
started on a cash basis, but as it grew, credit was extended. This 

53. The element of underemployment is pointed up in “A Statement on the 
Economic Costs of Racial Discrimination in Employment” presented to the Joint 


Economic Committee of the Congress in September 1962 by the Council of 
Economic Advisers. 


144 Harding B. Young and James M. Hund 


required more capital, and bonds bearing a six-percent coupon were 
sold and later converted into others bearing seven percent when 
some difficulty was encountered meeting interest payments. The tire 
manufacturer extended a line of credit, and friends of the owner 
granted further loans. Recently the company has been approved for 
a SBA loan. Almost all avenues of finance have thus been exploited. 

On the strength of the franchise with the national tire firm, even 
local white banks have extended credit; so this entrepreneur does 
not now regard financing as a major problem. He admitted to paying 
some very high interest rates at certain junctures in the history of the 
business, but was inclined to regard this as a problem of all small 
business. Perhaps this opinion is colored by the fact that his franchise 
lends his business an image of legitimacy in the eyes of the white 
business community not enjoyed by other Negro businesses of equal 
stature. For him, the major problems seem to be getting and retain- 
ing competent personnel and the development of an understanding by 
the community in general that a Negro business can be successful, 
well-run, dependable in its dealings with the public, and a contributor 
to the welfare of the community. 

This section can be concluded by briefly mentioning some occupa- 
tions in which success has been almost wholly dependent on the 
maintenance of segregation. These are undertaking, food service, and 
innkeeping. The first has undoubtedly been the most profitable. This 
is because of the heavy emphasis placed on a decent burial, one 
often far beyond what the deceased’s income level would warrant. 
However, the many burial societies, often originally connected with 
fraternal orders, and other forms of insurance provide a firm base on 
which this industry can operate. The authors found in several in- 
stances that operation of a funeral parlor or a casket business was the 
first in a series of business enterprises, and that the owners of such 
establishments serve as private sources of capital for other would-be 
entrepreneurs in the community. 

Eating and drinking places, along with cleaning-and-pressing 
“clubs,” have long been the most numerous of small businesses oper- 
ated by Negroes. The great majority of the former are uninviting. 
However, two places visited in the research rival comparable white 
establishments. One was started by two brothers, one of whom had 
had relevant experience. Together they had two-thirds of the money 
needed to get into business, and were able to borrow the remainder 
from the local Negro bank. In 1959 new modern premises were 
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occupied. When a white bank proved “slow” to provide financing, a 
Negro bank made 67 percent of the construction costs available. 
Expansion has followed, and plans have been made to go into inn- 
keeping and possibly other businesses. 


Construction and Real Estate 


Nowhere is the Negro’s need more desperate than in the field 
of housing. Expansion in the South, as in the North, has been direct- 
ly tied to patterns of segregation in many ways which will not be 
enlarged upon here. Suffice it to say that “segregated money” for home 
mortgages and the opportunities for profit from real estate specula- 
tion have made home ownership for the Negro a much more expensive 
item in his market basket than it is for whites similarly situated. The 
growth of Negro financial institutions gives promise of substantial 
improvement over abuses of the past. Even large white insurance 
companies are beginning to remove racial restrictions on the mortgages 
they will buy. Added to this is the executive order on discrimination 
in housing. The president of an Atlanta savings and loan company 
stated that “for both economic and social reasons, we don’t make 
loans to colored people moving into all-white or transitional neighbor- 
hoods. We owe it to our stockholders not to risk their money on such 
properties. We also have to consider impairment of the value of the 
mortgages we already hold in those areas.”®° If existing white institu- 
tions will not finance the expansion of available housing for Negroes, 
then Negro institutions must do it or new housing must be built. 

The effective approach to desegregating money seems to be through 
competition. Wherever one finds a Negro financial complex, one finds 
comparable white institutions making loans to Negroes. Upon the 
organization of a Negro commercial bank in Houston, white lenders 
in that city conceded that the bank would affect them. “We're not 
admitting it publicly, but we're beginning to make an effort to show 
our Negro customers that we're interested in lending to them,” said 
the vice president of a white savings and loan association. “In the 
past we haven't been interested in making mortgage loans to 
Negroes.”°® 

Adequate financing is the essential prerequisite of construction 
activity. Some has been accomplished by Negroes in selected South- 

54. Note the article “Race and Residence” in the Wall Street Journal, Aug. 
13, 1962, p. 1. 


55. Wall Street Journal, Oct. 25, 1962, p. 1. 
56. Ibid. 
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ern cities, though all the concerns visited will not be discussed. One 
gentleman, now retired, produced $4-$5 million in construction in one 
city, and had at one time a payroll of $1,500 per week. His parents 
were born slaves but had college educations, and he went to Hampton 
Institute, where he came under the influence of Booker T. Washing- 
ton. After World War I, he worked in Philadelphia as a laborer and 
later as a construction superintendent, and thus acquired experience. 
Returning to the South in 1921, he worked hard and received financing 
from a Northern life insurance company. He stated that, during the 
Depression in his city, no Negroes who owned homes lost them. Even 
granting the qualifying assumption that Negro home-ownership was 
limited at that time to the relatively well-to-do, it is still a notable 
record. It is evidence of the place which Negroes accord home-owner- 
ship in their scale of values, and the consequent strength of the 
desire to repay, one of the principal factors upon which a lender 
depends. 

One active construction firm is operated by two men both of whom 
have college educations. One graduated from Tuskegee Institute, the 
other from the University of Chicago. They formed a partnership in 
order to be able to bid on large contracts such as college buildings 
and housing projects. The Tuskegee graduate gained his experience 
with a New York firm following World War IJ and then returned 
South to go into business for himself. After ten years, he joined the 
Chicago graduate, who had been teaching mechanical drawing in 
high school. 

For this firm, the major problems are again the familiar ones of 
financing and staffing. The former is minimized in the financial climate 
in which they operate; the local Negro financial institutions have taken 
$25 million in mortgages over the past ten years. Insurance com- 
panies will not lend on unimproved property, and so obtaining con- 
struction loans and making the required bonds are the financial 
hurdles. The greatest need is for qualified employees. There are 
reportedly fewer skilled Negro carpenters, cement finishers, and brick 
masons than there were some years ago. One contributing factor is 
the progress of unionization in the South. Many unions have been 
segregation-minded, and one author writing a decade ago stated that 
“a really successful organizational drive would write finis to Negro 
prospects in southern manufacturing for many years to come.”** The 
partners feel that insufficient emphasis is placed on vocational educa- 


57. Dewey, “Negro Employment,” Jour. of Pol. Ec., Aug., 1952, p. 290. 
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tion in the Negro high schools. Only two schools in their city offer 
mechanical training. However, as Dewey pointed out: “So long as 
individual Negroes cannot gain admission into white work groups, 
vocational training is both wasteful and a cruel hoax, unless it takes 
the form of providing Negro work groups to particular employers.”®* 
The firm under discussion is encouraging the first Negroes to enter 
the state technical institute and offers them jobs during the vacation 
periods. There are only two or three registered Negro architects in 
this same city, but the company was hoping to hire one, in addition 
to a structural engineer and an estimator. With the addition of these 
skills, they will be fully qualified to bid on city jobs. Recently a large 
multiple-housing project, a part of urban renewal, was awarded to 
the firm in competitive bidding. 

More in real estate management than in construction are two other 
firms visited. One has entrepreneured a development of thirty-two 
individual homes built mostly with Negro labor by Negro contractors. 
It has also purchased, and is providing the management for, a hous- 
ing project of 267 units valued at $1,250,000 in a neighboring city. 
The other firm is active in developing a shopping center and building 
residences. With favorable Negro financing as a start, the single-unit 
development was financed by working through the FHA and local 
institutions. The other project was handled by borrowing enough to 
purchase the equity with the property as security for a mortgage on 
the remainder. Both firms are, however, one-man shows, though some 
younger help is being developed. 

In one city, the problem is not so much availability of money as 
it is a flow of qualified borrowers. The people have low salaries and 
wages, and the relative certainty of continuous employment must stand 
behind home purchase. Urban renewal is currently underway in many 
places in the South, particularly where slum conditions have existed in 
Negro areas. It will have both favorable and unfavorable results as 
far as individual businesses are concerned. Some small, underfinanced 
units will probably not reopen, while other new ones will emerge. 
In any event, it is an opportunity for local Negro finance and know- 
how to demonstrate their capabilities and resourcefulness.®® 

The developer in the other city who was interviewed reported less 
favorable financing for real estate development. A native of New 

58. Ibid., p. 292. 

59. It has been recently announced, for example, that the Citizens Trust Co. 
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York who attended two institutions of higher learning, he has suc- 
ceeded in borrowing a substantial sum from a local white bank, a 
success attributable partly to his political connections. He reports 
the local Negro bank as too conservative. There is a ready market for 
homes in the $9,000 to $10,000 price range. Whites are not particular- 
ly interested in Negro risks, often preferring to have Negroes continue 
renting from them. In an attempt to counter these rather typical 
attitudes, this developer worked with Negroes to point up the necessity 
of meeting obligations on time, since many delinquencies were for 
lateness rather than failure to pay. He also investigated the credit 
of many with the intention of helping them qualify for VA and FHA 
loans. He talked with the local FHA representative and managed to 
prove that Negroes could qualify, and will pay on their homes. One 
of the local savings and loan associations was requested to check its 
Negro contracts, and a low percentage of foreclosures was found. 

In spite of this progress, the interviewee was not very optimistic 
about the future of purely Negro entrepreneurship in his city. There 
is not enough cooperative spirit among local Negroes, perhaps be- 
cause of the failure of some fraternal orders and poor leadership in 
the past. Integration of Negroes into white firms was seen as a more 
likely method of “hatching” men with entrepreneurial instincts than 
a strictly Negro business structure. 


Newspapers and Printing 


The service trades of printing and publishing have afforded 
the last area of entrepreneurial activity to be discussed. Principals or 
employees in five newspapers in four cities were interviewed, as were 
owners of two printing establishments in two cities. These establish- 
ments are small, but one of them, doing an annual volume of $100,000, 
is the third largest of the fifteen print shops in the city where it is 
located. It was started by two men who had studied at Hampton 
Institute and another who had been a journeyman printer for a news- 
paper in a neighboring city where all three had once been employed. 
Printing was begun to supplement a newspaper business which was 
failing because the children of the former owner had no experience 
or taste for the business. They wished to sell and were willing to be 
paid from the receipts of the new owners as they came in. The news- 
paper ceased publication and the printing business was expanded. 

Again, financing was the initial problem. The three had no collat- 
eral, the business was at low ebb, and only small sums from individuals 
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could be obtained. Hiring has been selective, three people have been 
trained, and eleven qualified people are now employed. Expansion 
of the business into other commercial lines is under way, and there 
is no dependence on a single customer or type of work. The owners 
view progressing integration not as a threat, but as a help, since a 
larger market would be opened to them. 

The other printing concern was started in 1921. The present own- 
er, a graduate of Bishop College, taught at the local Negro university 
and operated a print shop to do the university's work. By 1953, with 
the help of an RFC loan after World War II, the firm had expanded 
its operations so as to require his full attention. There has been 
constant reinvestment of earnings. The Negro community provides 
only about 25 percent of the business volume, mostly church bulletins, 
an undependable source of business. With sales volume running at 
less than $40,000 per year, and with the obvious requirement of com- 
petition with better-established white firms, growth of this enterprise 
seems limited. At one time the owner considered a stock issue, to be 
sold principally to customers, but the idea was abandoned. 

One of the most interesting people interviewed was the retired 
owner of a weekly paper in a large Southern city. He started out 
in an insurance company and put out a house organ which became 
a weekly paper when he left the insurance business. Thus in 1924 
a Negro paper made its first appearance since Reconstruction. The 
white papers would not carry news about Negroes except that con- 
cerned with their crimes. There was, and is, a need for a place where 
Negro social, fraternal, school, church, and athletic news can be ade- 
quately covered, and not just in the sensational way it is often handled 
in both the Negro and white press. Only recently have white papers 
in the South begun to devote any space to such news. 

A recognized raison detre of the Negro press is protest. This was 
the theme of the publisher of another paper begun in 1924 as a 
partnership and later purchased by one of the partners for less than 
$500. Having hired the printers and trained the office staff, he now 
employs twelve people. With circulation running about 23,000, it is 
estimated that 100,000 people see the paper. It perhaps wields more 
influence than any other Negro paper in the state. 

Competition from Negro counterparts has been the spur even in 
newspaper publishing. Some white papers are now printing Negro 
news, particularly sports, though they have not yet gone to protest 
editorials nor to publishing pictures of Negro “society” figures. In one 
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city, there are two Negro papers, one of quite recent origin, the other 
dating back to before the Depression, when it was founded by a 
graduate of the Harvard Law School. With money built up from his 
law practice, he established a chain of six papers in the state. Current- 
ly, sixty-five people in two cities are employed to contribute to issu- 
ing the paper twice a week for statewide distribution. 

The other paper in this same city is owned by a former employee 
of the first paper who built up some capital and decided to reenter 
the business. The decision was based on two factors. He felt, first, 
that there was need for a fresh editorial policy, and, second, he pro- 
posed to use a less expensive printing process. Unable to obtain 
backing from white financial sources, he turned to individual Negroes 
of wealth in the community, who helped him launch the new enter- 
prise. It will be interesting to see if both papers can survive the 
competition. 

In this section, the objective has been to fill in with some richness 
of detail and illustrations of entrepreneurship the discussion on re- 
quirements and barriers presented earlier. It is to be hoped that now 
the motives, beginnings, and sometimes tortuous paths which have led 
to success in various industries in several locations can be appreciated. 
Evidence of the competitive struggle for industrial development is 
constantly before us. One could hardly have expected the Negro to 
keep pace, and his accomplishments are therefore all the more re- 
markable. In the concluding section, there will be an opportunity to 
point out some recent developments, to appraise Negro entrepreneur- 
ship in the South, and to make some predictions of its future course. 


Negro Entrepreneurship in the South: Retrospect and 
Prospect 


Race and segregation have created a sharp cleavage between 
white and Negro business communities. However, Southern Negro 
entrepreneurship cannot be regarded as an independent phenomenon. 
Both communities have been handicapped by the dislocations asso- 
ciated with the imperative transition from an impoverished agricul- 
tural economy to the increased income levels promised by industriali- 
zation. Almost all research on the Southern economy emphasizes the 
many areas in which the South lags behind the national average, 
particularly when the mcasures are on a per capita basis. It can be no 
secret that the present pattern of industrialization is not calculated to 
remedy these disparities, since thc nation’s future is on the tech- 
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nological frontiers, and these are only beginning to appear in the 
South. Manufacturing in the South is mostly in non-durables such 
as textiles, lumber, food, and apparel; the demand for these products 
is comparatively income-inelastic.®* These are the fields in which local 
firms have engaged. The measurements of the Southern economy are 
further depressed by the inclusion of large numbers of educationally 
and economically depressed Negroes. Southern Negro entrepreneur- 
ship is certainly unequal to the task of greatly improving the economic 
status of any significant percentage of these people, but the preceding 
sections have pointed to the contributions made. 

In spite of attempts to prove otherwise, the fact remains that the 
Negro is largely imitative of the community in which he lives, in 
terms of both culture and economic activity.*! Considering the tra- 
ditional attitudes towards business careers in the South, in both white 
and Negro communities, it is not surprising that Negroes with sufficient 
background and education have not been attracted to business in 
large numbers. Hickman surmised that the entrepreneurial function 
carried on by whites might be different in the Southern setting “if 
only because a different set of alternatives, constraints, and pressures 
confront the entrepreneur. It is perhaps even more evident that this 
existence of a dual society drastically constricts opportunities for entre- 
preneurship on the part of Negroes in the South. To be sure, entre- 
preneurship is possible within the separated Negro business communi- 
ty and Negro market .. . [but] entrepreneurship in the broader eco- 
nomic community of the South is blocked for the Negro.”® One of the 
tasks of this paper has been to examine these statements. 

On the surface they seem to be justifiable generalizations, and 
space has been devoted to elaborating on the latter one. At the 
same time, the burden of the research was to seek out and investigate 
not only those examples which indicate that entrepreneurship has been 
successful “in the separate community and market,” but those which 
serve to break down the notion that “entrepreneurship in the broader 
economic community is blocked.” True it is that many barriers re- 
main, but a breakdown is occurring. The summer of 1963 witnessed 
some swift moves in this direction. 

60. Hickman, op. cit., p. 97. 

61. For a recent treatment of this theme see “The Ivy League Negro,” Esquire, 
August 1963. 

62. Hickman, op. cit., p. 106. 

63. The Wall Street Journal on June 6, 13, 19 and July 3, 1963, had lead 
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At this point one may well ask the question: What has been the 
contribution of Southern Negro entrepreneurship, and in what direc- 
tions do further developments lie? Certainly the greatest contribution 
has been the amelioration of some of the conditions under which the 
Negro people have lived over the years. The “social service” motive 
has been strongly behind the financial enterprises, for example. It is 
true that these avenues of opportunity were open because comparable 
white institutions generally refused to offer such services to Negroes. 
Yet the availability of financing, corporate or personal, for reasonable 
risks at reasonable rates has been a major factor in permitting seg- 
ments of the Negro community to progress in accord with their capa- 
bilities. Insurance has not only removed the fear of being buried in 
a potter's field, but has made possible investment in projects calculated 
to add to the betterment of widely scattered Negro communities. 
Thrift has been encouraged in a people whose natural propensity to 
consume is very high, and has made available funds for housing, 
churches, private recreational facilities, and the setting-up in practice 
of the various kinds of young Negro professionals so badly necded. 

For budding and growing business enterprises, good, sound advice 
has often accompanied the lending of funds, though in certain areas, 
such as manufacturing, the Negro financial institutions are less well 
prepared. One banker told the authors that often the notion held by 
the prospective borrower of what comprises a reasonable business 
opportunity is naive. To put it simply: “Everyone’s got to eat” does 
not automatically mean that a restaurant in a given location will 
succeed. The bankers have impressed on their clients the nced for 
reinvestment and for resisting the natural urge to make a little money, 
put it in a piece of property, and become a landlord. With housing 
pressures for both businesses and families severe, owning property 
seems like the royal road to economic independence. Almost without 
exception, the Negro businesses of any substance visited by the re- 
searchers were the result of heavy reinvestment and other conservative 
financial policies, usually coupled with abstemious habits on the part 
of the entrepreneurs themselves. 

One of the most direct contributions of the financial institutions 
has been to afford employment opportunities to well-educated men 
and women who would otherwise have added to the substantial 
Business Week had the following articles: “Negroes Push Harder for Construction 
Jobs,” and “Crashing Gates to Better Jobs.” Improved job opportunities are a 


first step to the acquisition of know-how, one of the important requirements for 
entrepreneurship. 
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amount of underemployment which exists in this racial group, not 
only in the South, but in the nation as a whole.** Not only is employ- 
ment offered, but the young Negro is given an image of what it means 
to succeed in business and is thereby encouraged to go into it instead 
of one of the professions. This is not to imply that the professions 
are overcrowded. Quite the contrary. Not only are more doctors and 
dentists needed, but, for business to flourish, lawyers and certified 
public accountants are prime requisites. The point is that Negro 
businessmen can provide employment opportunities pending integra- 
tion and the gradual elimination of discrimination in employment. 
This asset will assist in halting the migration of the better qualified 
from the South and thus build up a large cadre of modestly trained 
people who can serve as a way of moving the Negro into the main- 
stream. This was one of the themes of the National Conference on 
Small Business sponsored in Washington in 1961 by the U.S. Depart- 
ment of Commerce.® 

The once-held position that the economic salvation of the Negro 
lay in the development of his own business empire was either naive 
or deliberately misleading, though the Black Muslims seem entirely 
willing to go that way. Small business of the personal service types 
can prosper, as has been depicted above, and add a good deal to the 
communities touched by its payrolls and employment. Occasionally, 
as in cosmetics, Negro business can deal with the national market 
with marked success while not depending wholly on its racial com- 
ponents. Yet the stock of capital, in the wider sense of the term, is 
insufficient to warrant prediction of rapid acceleration in the growth 
of Negro business. On the other hand, there may be a sizable ex- 
pansion in the number of Negro entrepreneurs. Is this a paradox? 

The “stock of capital” referred to includes not only financial re- 
sources, but also such things as appropriately educated graduates of 
both colleges and secondary schools, a fund of generally held know- 
how in the skilled trades, ancillary services connected with law and 
accountancy, and more widely distributed abilities in the field of sales. 
To this must be added sufficient mutual trust to permit larger aggrega- 
tions of capital and the corporate form of business, and a culture 
which recognizes, respects, and rewards legitimate business success. 


64. It is estimated that “If non-whites had the same educational levels as 
whites and if the economy fully utilized their education, GNP today might be 
perhaps 3.2 percent higher. This amounts to about $17 billion at today’s levels 
of GNP.” Report to the Joint Economic Committee, op. cit. 

65. H. Naylor Fitzhugh, ed., Problems and Opportunities Confronting Negroes 
in the Field of Business (Washington, D.C.: U.S. Department of Commerce, 1962). 
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Recent evidence of progress is seen in Washington, D.C., where the 
city’s wealthier Negroes are being pressed by leaders “to invest in 
Negro businesses and back what would be the first Negro-owned 
savings and loan association there.” In Detroit the Group on Ad- 
vanced Leadership requires members to put up ten dollars each for 
a “redevelopment corporation” to spur “capital formation among 
Negroes.”®> Too many enterprises have been family affairs in the 
Negro community, and management has often deteriorated when 
passed to the second or third generation, Cole notes that “biological 
and social forces are antagonistic to the family enterprise.” In Europe, 
the family buys out the disgruntled and the spendthrift; and manage- 
ment is not allowed to deteriorate.*” Closely held family business 
has, for example, been common in New Orleans, and nothing very 
remarkable has developed there in terms of either business enterprise 
or leadership. 

Granted that the total amount of capital, so defined, is lacking, 
it does not follow that it may not be sufficiently eoncentrated in some 
persons or places to encourage the rise of entrepreneurs. After all, 
they have emerged in the past under less favorable circumstances 
generally than exist today. The word “generally” is important, as the 
one major circumstance which is for many kinds of businesses less 
favorable today is the breakdown of segregation and discrimination, 
both of which have individual applicability. Integration in today’s 
context means that publicly available facilities will be open to all 
who can pay the price or qualify as citizens. The Negro has been 
barred from patronizing many kinds of businesses by his color rather 
than his income level, and has thus been forced to take his trade 
to comparable establishments in the segregated community. Since 
many of these businesses do not hold to the standards of like enter- 
prises in the white community, they are in truth supported by segre- 
gation, since many of their customers would gladly trade elsewhere. 
These units will be forced to upgrade or fail. Were integration an 
accomplished fact today, it would be easier to predict the latter. 

Discrimination has in most respects been an unfortunate burden 
for the Negro. However, several interviewees presented a new facet 
of this practice. It often handily serves as the universal justification 
for failure. Though many times it accounts for lack of training and 
thus indirectly for failure, it is used to cover other sins, usually of 

66. The Wall Street Journal, May 17, 1963, p. 1. 
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omission. For many it is a justification for never making the effort, 
since, it is argued, potential success would be thwarted by discrimina- 
tion. As this barrier is removed, the Negro will have to stand up to 
the general level of competition in the marketplace, though current 
demands by some activist organizations are hardly in this spirit. If 
his opportunities for education and then for jobs are unhampered by 
artificial barriers, he will then have to face the truth of his capabilities 
and accomplishments. Speaking to the graduating class at Morris 
Brown College in Atlanta in June 1963, Harry Golden reminded his 
hearers that “the ghetto is a fortress as much as it was a prison.” When 
all people are dealt with by universalistic criteria, a Negro can be 
denied a job or fired from one if he does not measure up to these 
criteria. Integration will also muffle criticism of Negro businesses 
which hire whites and thus depart from a strict policy of racial loyalty. 
Unfortunately this day is hardly on the horizon, but the march to- 
wards it is accelerating. Removal of the psychological “protection” 
of both segregation and discrimination will not be a completely un- 
mixed blessing, particularly during the period of transition. 

Yet this is a situation in which increasing numbers of Negro entre- 
preneurs can emerge. One has only to look back to the specific ex- 
amples detailed above. The great majority of the successful men 
there depicted had either or both of the two important ingredients 
for entrepreneurship: advanced education and experience in the 
chosen field. Some have themselves been educators or professionally 
trained men. Much of the strength of the business community in 
Atlanta, for example, is attributable over the years to the existence 
of the Atlanta University complex, with its several undergraduate 
colleges and professional schools. In many instances, the acquisition 
of know-how has occurred in the North. This is particularly true in 
construction, since the chance for the Negro to work at skilled trades 
in this industry has been almost non-existent in the South. With 
technical schools such as Georgia Institute of Technology opening 
its doors to Negroes, and with the increased opportunity to receive 
training in white businesses, Negroes in the South will more easily 
lay claim to the requisites of entrepreneurship. If Negroes have under 
former conditions succeeded as entrepreneurs in markets not wholly 
protected by segregation, improved conditions should presage a 
marked growth in their numbers. 

This bright day is at present only a hoped-for goal, and many 
things must be done before it becomes a reality. High on such a 
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list are improvements in the education available to Negroes. Certain- 
ly progressing integration will not mean the end of the Negro colleges 
and institutes of the South. In the past, with certain exceptions such 
as Hampton and Tuskegee, or programs of business education at 
places such as North Carolina College or Atlanta University, Negro 
higher education has been heavy on either the academic or pre-pro- 
fessional program. Since but few Negroes were encouraged to go 
into business, preparation typically offered has been for occupations 
of high status, such as public-school teaching, medicine, dentistry, or 
the ministry. Saville expresses the opinion that “education . . . offers 
the promise of facilitating the troublesome transition from an agri- 
cultural society to an industrial . . . only by enabling the individual 
to produce more by the efficient utilization of individual initiative, . . . 
[and] to realize for himself the economic alternatives available to him 
in an industrial society.”®® This will require a reorientation and re- 
organization of the curricula of many Negro educational institutions. 

At the small business conference referred to above, the opinion 
was voiced that business and education may be growing further apart. 
With the mass of the teachers coming from the academically oriented 
programs of the Negro colleges, it is understandable that the average 
Negro high school student knows very little about what business is 
like. Many substantial Negro concerns are now offering scholarship 
aid to encourage young people of promise to enter upon business 
careers, and they must receive proper counseling in the high schools. 

Beyond the level of formal education and specific training or ex- 
perience in a chosen field lie the many “extra-curricular” contacts so 
necessary to becoming part of the business community. Most local 
Chambers of Commerce do not welcome Negro members, and South- 
ern regional associations within a specialty such as banking or ac- 
countancy have the same policies. The substitute Negro groups are 
out of the mainstream, their educational value is meager, and valuable 
business contacts are necessarily foregone. 

Harry Golden, in the same context alluded to above, remarked 
that the free exchange of ideas in an open society has been the founda- 
tion of all civilized progress. In a more practical vein, contracts are 
often closed verbally at luncheon in private clubs, and business op- 
portunities and deals discussed on the golf course. Acquisition of 

69. Lloyd Saville, “Sectional Developments in Italy and the United States,” 
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civil rights will not secure admittance to these business scenes. 
Southern Negro businessmen often do participate in national con- 
ventions, but this is no substitute for contact with local figures. Yet 
there are hopeful signs that even some of these barriers are being 
softened, if not broken. This is at least a move toward the “beneficent 
climate of social opinion” so strongly emphasized by Cole. 

Most of the emphasis has been on the more noble motives behind 
Negro entrepreneurship, but the scarcity of contacts between the two 
communities, combined with the lack of mutual trust, has the potential 
of putting power in the hands of relatively few in any given Negro 
community. If these few are possessed of more pedestrian motives, 
exploitation can be the result. If, for example, regular channels are 
not open to secure funds, those few Negroes of wealth can exact a 
high toll for their assistance, particularly if the borrower, perhaps 
through lack of trust, wishes to retain full control of his enterprise. 
More contacts with the total business community fostering a high 
level of sophistication in business, coupled with the development of 
mutual trust, would reduce dependence on these few persons and, 
in so doing, dilute the possibilities for exploitation where they exist. 

The removal of “reverse discrimination,” or a “Negroes only” 
policy, in Negro businesses will be an additional avenue of contact 
with the total business community. If the Negro entrepreneur is to 
cease being identified by his color, he must integrate his enterprises 
and become just another businessman. Many already recognize this. 
Mr. L. D. Milton, president of Citizens Trust of Atlanta, has observed 
that “the more successful Negroes become in the operation of busi- 
nesses, the stiffer becomes the competition which they must face from 
other firms—competition for both customers and employees.” The 
Negro must thus become as universalistic in his approach to economic 
resources as the white man tackling the same business. 

Finally, then, one finds the present generation of Negro entrepre- 
neurs fairly well characterized by the definition chosen earlier. They 
have not been heroic innovators, effecting major changes in the 
formulae of production. They are even accused by some of their 
younger colleagues of having stood still and “locked up security.” 
Yet they have been agents of change in a period of transition, a period. 
of social and economic change in the South. Increasing numbers will 
make contributions in the future. The burden will be great, but past: 
performance gives promise of success. 
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“Liquidity Preference’ — 
A Southern Banking Tradition?* 


By George Macesich 


The purpose of this paper is to examine the empirical con- 
sistency of the hypothesis that Southern bankers are impeding the 
region’s development because of their conservative predilection, which 
manifests itself in a comparatively high “liquidity preference.” For 
purposes of this study the South is defined as the Fifth and Sixth 
Federal Reserve Districts. Southern bankers are represented by mem- 
ber banks in these two districts, and the period selected for analysis 
is 1950-60. 

Section I discusses the hypothesis and its implications. Section IL 
tests the empirical consistency of the hypothesis. Section III discusses 
a number of implications for Southern development. 


I. The Hypothesis and Its Implications 


In a recent attempt to ascertain the empirical validity of the 
hypothesis that there exists a significant variation in interest rates 
between centers and peripheries of economic development, it was dis- 
covered that the hypothesis is not supported by data for member 
banks in the Sixth Federal Reserve District.1 The analysis indicated 
that there is not a statistically significant variation between earning 
ratios of member banks located in the centers and those located in 

*I am indebted to Marshall R. Colberg and Richard G. Cornell for useful 
comments and suggestions and to the Computer Center, Florida State University, 
for a number of computations. 
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the peripheries of economic development in the Sixth Federal Reserve 
District. A statistically significant variation in earning ratios does 
occur between member banks when they are classified by deposit 
size. The smaller banks have significantly higher earning ratios than 
larger banks. 

These results suggest that “imperfections” of the capital markets 
are not as important in explaining the deficiency in capital investment 
as is sometimes argued. There are, however, some important excep- 
tions to the apparent free access to the funds market especially among 
new and small businesses. These businesses must rely primarily upon 
local sources of funds. 

If, as it seems indicated, the South has fairly good access to the 
capital markets in the United States so far, at least, as the banking 
system is concerned, why is not any deficiency in capital investment 
soon corrected by a greater inflow of funds toward the area? One 
hypothesis advanced by some students is that the South’s demand 
for capital funds is relatively weak.? In this view, the South’s ability 
to attract and retain funds depends primarily on the area’s demand 
for capital funds. The most important factors determining the strength 
of this demand are the quality and quantity of the South’s managerial 
efficiency, the labor supply, the size and efficiency of the character of 
the technology utilized, and the nature of its natural resources. 

It seems reasonable to postulate that the size of bank assets tends 
to be geared roughly to many factors, including the magnitude of 
the loan market. The composition of bank assets, however, reflects 
attitudes of bank officials, including what might be called their 
“liquidity preference.” The Southern banker may prefer the safety 
and convenience of greater liquidity to the income he will lose through 
this attitude. Moreover, such an attitude may be reinforced by a 
desire to preserve “Southern tradition” and its agricultural mores. 
The new “industrial upstarts” would be prevented from upsetting the 
existing status quo, if only because Southern bankers allocate and 
hold a smaller proportion of their assets in the form of loans. These 
bankers, however, in substituting leisure for profits would be derelict 
in carrying out the principal function of commercial banking—namely, 
the “production” of loans. If this hypothesis is correct, then, all other 
things being equal, Southern bankers share much of the responsibility 
for impeding the South’s eeonomic development. 

2. Charles T. Taylor, “The South’s Capital and Credit Needs,” (Paper pre- 
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Liquidity in a bank and elsewhere may be defined as the posses- 
sion of those assets which can be converted into cash easily, quickly, 
and without significant loss. Although technically fully liquid, a bank’s 
cash assets only imperfectly describe its “liquidity preference.” Cash, 
deposits with correspondent banks and Federal Reserve banks, and 
cash items in the process of collection are its primary reserves and 
represent working balances used in day-to-day operation of the bank. 
It is thus only to a very limited extent that cash assets per se can 
be counted among its liquid assets. Commercial banking students 
consider the so-called secondary reserve of short-term, readily market- 
able, high-quality assets as the real source of a bank’s liquidity. In 
effect, these secondary reserves represent its planned liquidity in the 
sense that a bank can control the quantity it holds of such assets. 

Very few assets meet banking requirements for secondary reserves. 
Short maturity, ready marketability, and high quality are tests passed 
by short-term U.S. Government securities. These securities, in fact, 
constitute the vast preponderance of secondary reserves of the bank- 
ing system, although other readily marketable short-term securities of 
prime quality are also included in the secondary reserves of many 
banks. At times, even the loans made to some very high-quality bor- 
rowers are counted by banks as constituting their secondary reserves. 

For purposes of this paper I shall consider holdings of U.S. Govern- 
ment securities by banks as an indicator of their liquidity preference; 
cash asset holdings, though important, are not nearly so accurate an 
indicator of liquidity preference as these securities, for reasons dis- 
cussed above. According to the hypothesis to be tested, we should ex- 
pect to observe that Southern bankers hold a comparatively larger 
proportion of their assets in the form of U.S. Government securities 
than banks elsewhere in the country. At the same time, we should 
expect to observe that Southern bankers allocate a comparatively 
smaller proportion of their total assets to loans. 


Il. Empirical Consistency of the Hypothesis 


A. Data and Statistical Tests 

In order to test the empirical consistency of the hypothesis 
that Southern bankers have a relatively higher “liquidity preference,” 
Operating Ratios of member banks in the several Federal Reserve 
Districts are employed. Published by the several Federal Reserve 
Banks, these data are available by deposit classification of member 
banks for the several operating ratios including “Distribution of Assets” 
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Table 1. Federal Reserve Districts and Bank Cities* 


Federal Reserve District 


First District 
Second District 
Third District 
Fourth District 
Fifth District 
Sixth District 
Seventh District 
Eighth District 
Ninth District 
Tenth District 
Eleventh District 
Twelfth District 


Federal Reserve Bank City 


Boston, Mass. 

New York, N. Y. 
Philadelphia, Pa. 
Cleveland, Ohio 
Richmond, Va. 
Atlanta, Ga. 
Chicago, Ill. 

St. Louis, Mo. 
Minneapolis, Minn. 
Kanas City, Mo. 
Dallas, Texas 

San Francisco, Calif. 


© Source: Federal Reserve Bulletin, July 1956, p. 792. 


as a percentage of total assets. The asset category consists of cash, 
U.S. Government securities, other securities, loans, and real estate 
assets. The several Federal Reserve Districts are presented in Table I. 

For the eleven-year period 1950-60, availability of comparable 
data by deposit bank size limited the study to Federal Reserve Dis- 
tricts Two through Eleven. Member banks in each of these Districts 
were divided as nearly as possible into five deposit-size categories. 
In millions of dollars, the sizes considered were 0.5 to 1, 1 to 2, 2 to 
5, 5 to 10, and 10 to 25. These were designated bank sizes one 
through five respectively. 

The statistical analysis is in the form of an analysis of variance 
involving the following four classifications: year, District, bank size, 
and asset category. This method of analysis appears to be the most 
appropriate for the purposes of this paper. The statistical object is 
to see if the tests of the various possible interactions with the distri- 
bution of assets among the asset categories are significantly different 
from zero. The results are expected to shed light on preferences of 
banks for the several categories of assets. 

In order to examine these preferences among Southern bankers, 
tests are made between Districts Five and Six and the rest of the 
country as well as within these two subdivisions of the area studied. 
These three sets of comparisons, which when taken together give a 
comparison among all the Federal Reserve Districts, are studied 
separately as well as together when interactions with bank size in 
addition to asset distribution are computed. The same is also done in 
computing interactions between District, bank size, and asset distri- 
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bution classifications. In the analysis of variance presented in Table 2, 
the symbols DA, DiA, DzA, DsA represent respectively asset distri- 
bution among all Districts; between Districts Five and Six as opposed 
to Districts Two to Four and Seven to Eleven; between Districts Five 
and Six; and among Districts Two to Four and Seven to Eleven.® 

Similarly, comparisons of asset distribution among banks are com- 
puted for three subcategories of bank sizes as well as all bank-size 
categories. Higher-order interactions involving bank size are, how- 
ever, computed only among all bank-size categories. As presented in 
Table 2, BA represents variation in asset distribution among all five 
bank-size categories; B;A among first three bank sizes; BsA among 
last two bank sizes; BsA between first three bank-size and last two 
bank-size categories. 

Interaction of time in years and asset distribution is also computed 
for two breakdowns among the years in the study, but higher-order 
interactions involving time are not. In Table 2, TA represents varia- 
tion among all eleven years; T,A stands for variation attributable to 
a linear progression; T2A, for variation which cannot be accounted for 
by a linear progression over time. 

F-tests are conducted relative to the mean square for the third 
order DBTA (District, Bank size, Time, Asset category) interaction. 
The tests of significance for computed F-ratios are on the one-percent 
significance level so as to take into account the possibility of lack of 

3. The proportions in the various asset categories varied from low proportions 
such as 0.001 to proportions close to 0.50. In order to render the analysis of 
variance more reliable, stabilization of the random variation inherent in the data 
is achieved by transforming all of the observed proportions by means of the sin 

-l 
~/ p function, where p is an observed proportion. Expressed in radians, these 


transforms are used in the analysis of variance calculations. 

The analysis of variance is further complicated by the absence of data on 
some bank-size categories in a number of Districts. The absence consists of 
sixty-five sets of data where each set consists of five proportions describing an 
asset distribution. These missing values are replaced by averages for the year, 
District, and bank-size combinations involved where these average data are com- 
puted from the 2,425 transforms of observed proportions which are available. 
The analysis of variance calculations is carried out using these estimated values 
for the categories for which no data are available as well as the transforms of 
observed proportions. Although such a procedure is biased, it appears to be the 
best one available for handling these data. As a consequence, the total degrees 
of freedom in the analysis of variance table are reduced from 2,749 to 2,424 
to compensate for the use of these estimates in the place of the missing data. 
And, of course, a corresponding reduction resulted in the error degrees of free- 
dom which are taken to equal 1,115 instead of 1,440. 
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Table 2. Analysis of Variance* 


Source Degrees of Freedom Mean Square F-Ratio 
TA 40 0.029657 111.49 
TA 4 0.281924 1059.86 
T.A 36 0.001627 6.12 
DA 36 0.048053 180.65 
DiA 4 0.045372 170.57 
DA 4 0.021801 81.96 
D;A 28 0.052186 196.19 
BA 16 0.039029 146.73 
BiA 8 0.035860 134.81 
BoA 4 0.004935 18.55 
BA 4 0.079460 298.72 
TDA 360 0.000774 2.91 
TD,A 40 0.000629 2.36 
TDA 40 0.000250 0.94 
TD;A 280 0.000870 3.27 
TBA 160 0.001003 3.77 
DBA 144 0.003909 14.70 
D,BA 16 0.004123 15.50 
D.BA 16 0.006824 25.65 
D;BA 112 0.003462 13.02 
ERROR-TDBA 1115 0.000266 
* Note: 


DA = Variation in asset distribution among all Districts taken together. 
D,A = Variation in asset distribution in Districts 5 and 6 as opposed to Districts 
2-4 and 7-11. 
D,A = Variation in asset distribution in District 5 as opposed to District 6. 
D,A = Variation in asset distribution among Districts 2-4 and 7-11. 
BA = Variation in asset distribution among all five bank-size categories. 
B,A= Variation in asset distribution among first three bank sizes. 
B,A = Variation in asset distribution among last two bank sizes. 
B,A = Variation in asset distribution between first three and last two bank sizes. 
TA = Variation in asset distribution among all eleven years of study. 
T,A = Portion of Variation attributable to a linear progression over the time of 
study. 
T,A = Variation in asset distribution which cannot be accounted for by linear 
progression over time. 


independence or of failure of other assumptions required for the 
analysis of variance to hold exactly. 


B. Test Results 


All of the F-ratios calculated and presented in Table 2 except 
the one for TD2A (Time, District Five as opposed to Six, Asset distri- 
bution), are significant at the one-percent probability level of signifi- 
cance. It is also clear from the evidence summarized in the table 
that some of the differences in asset distribution are much greater 
than others. For example, the mean square for T,A is 0.281924 while 
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that for T2A is only 0.001627. This indicates that the changes in 
asset distributions are mostly linear in pattern over the time period 
under study cven though this linear pattern varies among the asset 
categories. Such a result is of course expected. If the proportion in- 
vested in one asset category increased linearly over the period, a 
similar decline would be expected in other asset categories. 

Regarding the rclationship betwccn time and asset distribution, 
the evidence summarized in Table 3 is helpful. Average percentages 
of assets for all Districts and bank sizcs are listed by year for each 
asset category. These averages are computed by calculating arith- 
mctic means on the transformed scale used in the analysis of variance 
with the estimated missing values included in the computations. 
These means are then transformed back to the percentage scale to 
give the averages summarized in Table 3. 


Table 3. Average Percentage Distribution of Assets by 
Year 1950-60 for Federal Reserve Districts 2-11 and Bank Sizes 
1-5 


Asset CATEGORIES 


Goverment Other Real 
Year Securities Securities Loans Cash Estate 
1950 39.6 7.2 29.1 22.6 0.71 
1951 37.2 7.3 30.2 23.9 0.72 
1952 36.1 7.3 30.8 24.3 0.74 
1953 36.0 7.4 31.9 23.2 0.79 
1954 35.0 7.5 33.0 23.0 0.80 
1955 34.8 7.8 34.0 21.8 0.85 
1956 33.6 8.1 35.5 21.1 0.91 
1957 33.5 8.3 35.5 21.1 0.97 
1958 32.1 8.9 36.6 20.7 1.02 
1959 82.1 9.1 37.3 19.8 1.04 
1960 31.2 8.8 38.6 19.6 1.09 


The evidence contained in the table suggests a steady decline over 
the eleven-year period 1950-60 in the average proportion of bank 
assets invested in Government sccurities. Except for a drop in 1960 
relative to 1959 and 1958, there is an upward trend in the proportion 
of assets invested in other securities. The pattern for cash assets is 
upward until after 1952 and then is generally downward. The evidence 
suggests, on the other hand, a steady upward trend in the percentage 
of assets invested in loans and real estate. To judge from these data 
for the period 1950-60, membcr banks in Districts Two to Eleven 
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shifted away from such liquid assets as cash and government securi- 
ties to loans and real estate assets which are relatively less liquid. 

Analysis of variance presented in Table 2 shows that the mean 
square and resulting F-ratio for DA (District, Assct distribution) is 
very large, indicating a highly significant difference in asset distribu- 
tion among the several Districts tested. As to the various Districts, 
D,A and D;A have similar mean squares while the mean square for 
D2A is smaller though highly significant. 

The large mean squares for DA, DiA, DeA, and D3A indicate 
that the asset distributions among Federal Reserve Districts differ 
from each other by a highly significant amount regardless of whether 
the comparison is made among Districts Two to Eleven, among Dis- 
tricts Two to Four and Seven to Eleven, between Districts Five and 
Six or between Districts Two to Four and Seven to Eleven taken 
together and Districts Five and Six taken together. The evidence thus 
indicates that every District in the country differs in the asset distri- 
bution of its member banks. 


Table 4. Average Percentage Distribution of Assets by 
Federal Reserve Districts for Years 1950-60 and Bank Sizes 1-5 


Asset CATEGORIES 
Federal 


Reserve Government Other Real 
District Securities Securities Loans Cash Estate 
2 35.2 9.1 35.3 19.3 0.98 
35.4 8.8 36.6 17.6 1.02 

4 35.9 8.4 35.6 18.8 0.88 

5 33.9 7.0 35.9 22.1 1.18 

6 32.2 7.3 32.8 25.7 1.03 

7 38.2 7.7 31.8 20.5 0.72 

8 37.6 7.7 30.6 22.8 0.70 

9 36.7 8.4 33.6 19.6 0.76 

10 33.8 7.6 33.0 24.4 0.56 
ll 28.3 Tid 33.1 29.3 0.98 


In order to examine more closely the differences in asset distribu- 
tion among the several Districts, the average percentage distribution 
of assets for each District is computed and presented in Table 4. The 
averages are taken over all years and bank-size categories and com- 
puted in the same manner as those in Table 3. Estimates presented 
in Table 4 indicate that member banks in Districts Five (Richmond), 
Six (Atlanta), and Eleven (Dallas) invested a smaller proportion of 
their assets in Government and other securities than did member 
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banks in other Districts. Moreover, member banks in Districts Five 
and Six invested a higher proportion of their assets in real estate 
than did member banks in other Districts. 

Analysis of variance for differences among bank sizes indicates 
that asset distribution differs significantly at the one-percent probabili- 
ty level among the five bank-size categories considered. Moreover, 
since the mean squares for BsA and B,A are much larger than the 
mean square for BA, the difference in asset distribution for bank 
sizes one through three as opposed to bank-size categories four and 
five and the differences among the asset categories within bank sizes 
1-3 were greater than the differences between the asset distributions 
for bank sizes four and five. Indeed, the BeA mean square is much 
smaller than all the other mean squares for first-order interactions, 
indicating similar asset distributions for bank sizes four and five. 
Moreover, the mean square obtained for B;A is larger than any ob- 
tained when the interactions of Districts with asset distribution are 
compared, so that bank size seems to be somewhat more important 
as a determinant of asset distribution than does location. 

The average percentage distribution of assets by bank size is pre- 
sented in Table 5. These averages include data on all Districts 
throughout the eleven-year period of study. They are computed in 
the same manner as those presented in Tables 3 and 4. Data in 
Table 5 indicate that the larger the bank size, the greater the con- 


Table 5. Average Percentage Distribution of Assets by 
Bank Size for Federal Reserve Districts 2-11 and for Years 1950-—60 


ASSET CATEGORIES 


Bank 

Size Government Other Real 
Category® Securities Securities Loans Cash Estate 
1=small 82.9 6.0 35.1 24.1 0.74 
2 35.1 6.8 33.8 23.0 0.73 
3 35.2 8.7 33.5 21.1 0.86 
4 35.2 9.6 32.8 20.9 0.95 
5=large 34.8 9.0 33.9 20.5 1.11 


a Bank Size Category: 
1 = $0.5 to $1 million in deposits; 
2 = $1 to $2 million in deposits; 
3 = $2 to $5 million in deposits; 
4 = $5 to $10 million in deposits; 
5 = $10 to $25 million in deposits. 
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centration of assets in real estate and the smaller the proportion of 
cash assets. There is also a trend throughout the first four bank sizes 
for the proportion of assets in other securities to go up and in loans 
to go down as bank size increases. 

Finally, the mean squares for the TDA, TBA, and DBA second- 
order interactions, although significantly greater than the mean square 
for the third-order interaction TDBA which is used as an error term, 
are much smaller in general than the first-order interactions. These 
higher-order interactions, therefore, do not seem nearly so important 
for the understanding of differences in asset distribution as the inter- 
actions with time, location, and bank size, taken separately, with the 
distribution of assets. Location and bank size interact more in their 
effect on asset distribution than location and time or bank size and 
time, since the mean square for DBA is quite a bit larger than those 
for TDA or TBA. This is also true for such division of TDA and DBA 
into interactions involving D,, D2 and Ds. 


Ill. Implications for Southern Development 


Results summarized in this study and their inconsistency with 
the hypothesis that Southern bankers tend to have a higher “liquidity 
preference” than bankers elsewhere in the country have several impli- 
cations for Southern development. First, these results indicate that, 
insofar as member banks in the South are concerned, they do not 
appear to be derelict in performing commercial banking’s principal 
function, which is the production of loans. In fact, their performance 
on this score appears to be better than that of member banks in many 
other Districts in the country. 

Second, the comparatively small proportion of their assets held in 
U.S. Government securities indicates that member banks in the South 
are not serving as a vehicle for the transfer of resources out of the 
region. Investment in U.S. Government securities is made on a na- 
tional market and thus tends to draw resources out of a region. It 
is, of course, true that loans can also be made on the national market, 
but the majority of loans are, on balance, made in local market areas. 

Third, the evidence suggests that Southern bankers tend to be 
less “conservative” in their financial outlook than their colleagues 
elsewhere. We should, accordingly, expect to see them actively pro- 
moting economic development in the South. The Southern banker 
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apparently has little desire to stop the wheels of progress for the sake 
of a mystical tradition. 

Although suggestive, the results reported in this study are by no 
means conclusive. At least one limitation of the study should be kept 
carefully in mind. Non-member banks are not considered in the 
analysis. 


PART TWO 


Introductory Summary 


James Henderson’s paper deals with general interregional 
growth factors. He observes that different patterns of population 
growth and employment have taken place regionally throughout the 
United States and in particular notes a correspondence between non- 
agricultural employment growth and that of urban population. He 
describes the migration process in the South and projects it forward. 
His paper concludes with a discussion of implications of recent de- 
velopments for regional growth analysis. 

Henderson employs an exponential (growth) function as the basis 
for his population and migration model. He finds that the South is 
an urbanizing rural area which experienced a rural out-migration rate 
substantially above the national rate, with large numbers moving into 
Southern cities. Moreover, he finds a mass exodus of non-whites from 
the South, in which regard he refers to New York, Pennsylvania, 
Massachusetts and the District of Columbia as “mature-urban areas 
for white, but frontier areas for non-whites.” 

The projections by Henderson center on declining rates, with 
respect to both rural population decrease and urban population in- 
crease. The forecasted rise in total population will approach the 
national rate. “The structure and performance of the South .. . will 
more closely approach that of the nation as a whole.” 

Henderson examines employment growth-rates, and studies weight 
and rate effects. The rapid Southern growth in non-agricultural em- 
ployment combines with decreasing specialization among the regions 
of the United States as developments of interest to the author. On 
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the basis of his study, he suggests that population shifts (i.e., migration 
of people to jobs at particular locations) should be more a part of 
location theory than it has been in the past. 

The paper of John L. Fulmer on “Trends in Population and Em- 
ployment in the South Since 1930 and Their Economic Significance” 
is divided into four parts. 

Part I deals with population trends. Overall, the South has gained 
slightly more than the rest of the nation since 1930. Howcver, he 
finds that this relative gain was concentrated entirely in the 1930-40 
decade. Since 1940, the South’s gains have been substantially less 
than that of the nation. Individually, the states ranged from those 
with rapid growth—Florida, Texas, Virginia, and Louisiana—to those 
with very low annual rates of growth or even declines during one or 
more decades of the period—Mississippi, West Virginia, and Arkansas. 

Part II examines employment trends and finds that although the 
region as a whole had an upward trend in yearly rates of employ- 
ment growth, the rate of increase for the entire pcriod was 16 percent 
below the rate for the rest of the nation and 17 points under the 
rate of population growth. 

In the interpretation of the economic significance of these changes 
in Part II of his paper, the growth in population is seen to have two 
favorable economic effects: one is a direct impact which was rather 
small; and the other, for which no measure exists, is the effect of 
population growth upon business expectations. The change in the 
population-to-employment ratio is regarded, unfortunately, as an in- 
crease in “population pressure.” 

The final section of the paper is devoted to the rise in cities as 
a development force in the South. Here the impact of cities and 
their significance for the future development is explored. Not only 
have the city complexes accounted for most of the recent growth, 
but they are seen to have an efficiency in economic processes which 
are capable of generating economic growth. 

Professor Frank Hanna’s paper on “Income in the South since 
1929” reports on the changes in total and per capita personal income 
since 1929 and seeks to determine their economic significance. An 
examination of data for the states which he includes in the South 
points to a need not only for study of the area as an entity but for 
attention to be given to the behavior patterns of one or more indi- 
vidual states within the South. 

The bulk of the paper is devoted to setting forth the changes 
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which have occurred not only in total and per capita income but in 
income components (labor, property, proprietors’ income, and trans- 
fer payments) and in major sources (farm, federal government dis- 
bursements, state and local government disbursements, and private 
non-farm income). Special attention is given to changes in the South 
in income from manufacturing. 

The final sections of the paper are devoted to demographic factors 
and an analysis of distributions of income by size in the South and 
in the rest of the United States. 

The fourth paper in Part Two of the book is by Bernard Olsen 
and Gerald Garb. The authors employ factor analysis in the belief 
that it is effective as a tool for analyzing the relationships among 
large numbers of variables. In the case of their own subject matter 
interest, they claim it to be an aid in understanding (and deriving) 
the growth characteristics of regions. 

One region studied by Olsen and Garb is the South, composed of 
the thirteen states usually designated as “the South”; the other region 
studied consists of ten high-income states drawn from the remainder 
of the nation. They employed this classification rather than one which 
might be derived from factor analysis in order to avoid circular rea- 
soning. 

Five factors emerged from their analyses. Factor One was labeled 
“urbanization,” because the associated characteristics indicated a pat- 
tern of urban living. The second factor in the non-South area seemed 
to reflect the suburban development of recent years, and was desig- 
nated “suburbanization.” Factor Two in the South was tentatively 
identified as a “capitalization” factor, where capital was defined in 
the broadest sense to include human capabilities. The third factor 
suggested the industrial origins of income for each region. The fourth 
factor in both regions was taken to represent the presence of a lower- 
income group of unskilled labor. Factor Five, like Factor Two, was 
different in the two regions, indicating the presence of low-wage 
industry in the South, and identified in the other region as small-busi- 
ness commercial activity. Each of the emergent factors is examined 
in detail, and reasons are given for the association of characteristics. 

The authors claim that factor differences offer explanations of the 
different growth rates of the two regions, and contend that their study 
demonstrates the usefulness of the technique. 

The paper by Werner Hochwald concludes Part Two of the book. 
It, too, employs factor analysis, though just as a final tool and not as 


172 Introductory Summary, Part II 


the only one. Using references to other writers, Hochwald notes the 
downward proportionality shift in selected decentralizing industries 
and the general continuance of low income in the South. He finds 
little explanatory material from the typical statistics on Southern de- 
velopment, and, accordingly, turns his attention to interregional in- 
come flows. 

According to Hochwald, income from Southern exports was used 
primarily for investment abroad or for the import of luxury goods. 
Manifestly, regional development requires frugality and domestic 
investment, for, even under economic base theory, the development 
of residentiary industries to supply demands stemming from the ex- 
port base is necessary. Hochwald goes on to note that location co- 
efficients point to a substantial concentration in cotton, tobacco, coal, 
lumber, and textiles. More generally, and with some recent improve- 
ment noted, the author refers to the net outflow on_personal- 
capital account against a net inflow on business-capital account as 
evidence of the regional cultural-industrial lag. 

The factor analysis leads Hochwald to emphasize the importance 
of construction and manufacturing in accounting for the variations 
by regions of demographic, resource, and economic data. He finds 
income per capita and expenditures for education as vital forces be- 
hind differential growth. In general, his findings support the hypoth- 
esis that the South has been an export economy, low in developing 
its market and high in manufacturing, albeit with a low rank in 
growth and welfare. A factor analysis comparison between 1940 and 
1960 shows generally a worsening status for the South, at least with 
respect to tertiary industries. 


Some General Aspects of 
Recent Regional Development* 


By James M. Henderson 


Introduction 


A number of significant changes has occurred in the regional 
distributions of population and employment within the United States 
in recent years. There have been marked declines in the importance 
of agriculture and mining as sources of employment. There was a 
net movement of more than nine million persons from rural to urban 
areas during the 1950-60 decade. Many persons moved across state 
lines. The various states and regions in the United States experienced 
quite different patterns in terms of population and employment in- 
crease. The loosening of locational ties to resources resulted in a high 
degree of foot-looseness on the part of the American population. The 
effects of these nation-wide movements were considerable in the 
South. The South accounted for roughly 60 percent of the nation’s 
rural out-migration. As a result, its total population grew slowly, but 
its urban population boomed. 

Non-agricultural employment growth generally followed urban 
population growth. The composition of total non-agricultural employ- 
ment in the nation as a whole shifted substantially, with governments 
and service-type industries becoming increasingly important as em- 
ployers. Similar shifts occurred in nearly every state. As a net result 

® The author’s views concerning migration and employment analyses have 
been influenced by his work with Larry A. Sjaastad and R. Stephen Rodd respec- 
aie South as defined here contains the states of Alabama, Arkansas, Georgia, 


Kentucky, Louisiana, Mississippi, North Carolina, Oklahoma, South Carolina, 
Tennessee, Texas, Virginia, and West Virginia. 
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of recent employment changes, regional specialization has declined, 
and the various regions within the United States have generally be- 
come more alike. 

The second section of this paper contains a description of the 
migration process and the massive rural-to-urban movement during 
the 1950-60 decade. Southern migration and population growth are 
projected into the future in the third section in order to gain insight 
regarding the potential for future urban growth in the South. The 
growth of non-agricultural employment and tendencies toward region- 
al equalization are covered in the following two sections. A final 
section contains a discussion of some of the implications of recent 
developments for regional growth analysis. 


Migration and Population Growth 


Migration Estimates 


Large-scale movements of people have been one of the most 
important regional developments in recent years. Millions have left 
farms and other rural areas to move to cities. Many others have 
moved from one city to another, often from one state to another. 

Attention is here directed to net migration—i.e., the number of 
in-migrants minus the number of out-migrants. State-wide estimates 
for the 1950-60 decade have been prepared by the Bureau of the 
Census. The “residual method” was used whereby net migration 
equals 1960 population less 1950 population less the excess of births 
over deaths during the decade. A negative figure indicates net out- 
migration and a positive figure indicates net in-migration. 

Migration estimates were made for each of the states of the conter- 
minous United States and the District of Columbia for four popula- 
tion components: (1) urban white, (2) urban non-white, (3) rural 
white, and (4) rural non-white. Net migration for each of the groups 
within a state was calculated as the difference between the group’s 
1960 population and its 1950 population times a natural increase 
factor: 


(1) M;;= P60,13— Ps0,3j€!°* Ga=1, oe ey 49), (G=l, soe , 4) 


where M,; is decennial net migration for group j in state i, the P’s 
are the group’s 1950 and 1960 population levels, e = 2.71828 . . . is 
the base of the system of natural logarithms, and iy is a continuous 
annual rate of natural increase. 


2. Current Population Reports, Series P-23, No. 7 (November, 1962). 
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Census rates of natural increase for the United States as a whole 
were 1.44 and 2.34 percent per year for whites and non-whites re- 
spectively. These rates served as an initial base for the computations 
using Equation (1). The same rate was used for the urban and 
rural components for each racial class. The initial migration estimates 
for the four groups in a state were summed and compared with the 
state’s Census control total. The natural increase rates were then in- 
creased or decreased proportionately to force the component sum to 
the control total. 

Net migration can also be expressed as a rate times population. 
In continuous terms: 


t=10 . ‘ 
(2) Mismris Peas | (ap etd (t=1,...,49), G=l,...,4) 


where ry is a group’s continuous annual migration rate, and py is its 
continuous actual annual population growth rate. Equation (2) was 
solved for the r;; since the values of its other components were known: 
Mijn; 

Po0,33— P 0,43 
Each rate carries the same sign as the corresponding migration esti- 
mate. 


rij (i=1,... ,49), G=1,... ,4). 


Rural-Urban Patterns 


State estimates of net migration for total, urban, and rural 
populations are presented together with migration rates in Table 1. 
Estimates are also presented for the conterminous United States and 
a thirteen-state South. Total net migration for the United States large- 
ly represents foreign immigration. 

Out-migration from rural areas was almost universal; only Florida, 
Connecticut, Nevada, New Hampshire, and New York experienced 
rural in-migration. More than nine million people on net moved from 
farms, towns, and other rural areas to cities; this represented an 
over-all rural out-migration of 1.69 percent per year. As a result of 
natural increase, the absolute decline of rural population was limited 
to approximately one-half million. The corresponding annual net 
urban in-migration rate was smaller, 1.07 percent per year, because 

3. These percentages must be divided by 100 to be used in Equation (1). 

4, The rate p,; is calculated by solving Peo,is= Pso,.je!H47. It can be verified that 
pis = Ag Tri. 
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Table 1. Total, Urban, and Rural Migration: 1950-60 


MIGRATION MiaratTion Rates 

(Thousands of Persons) (Percents per Year) 
Total Urban Rural Total Urban Rural 
United States 2,621 11,733 —9,112 .16 1.07 —1.69 
South —3,247 2,607 —5,854 —.75 1.20 —2.73 
Alabama — 368 166 — 534 —1.16 1.07 —3.35 
Arkansas —422 17 450 —2.34 25 —3.93 
Georgia —214 260 —474 — .58 1.40 —2.60 
Kentucky —390 67 —457 —1.30 56 —2.58 
Louisiana —50 223 —272 —.17 1.27 —2.26 
Mississippi —434 77 —611 —1.99 1.09 —3.49 
North Carolina —328 133 —461 —.76 84 —1.69 
Oklahoma —219 147 — 365 — .96 1.138 —3.75 
South Carolina —222 21 — 242 — .99 .23. —1.77 
Tennessee —273 138 —410 — .80 83 —2.32 
Texas 114 =1,133 —1,019 13 1.91 —8.88 
Virginia 15 320 —306 .04 1.72 —1.74 
West Virginia —447 —94 —353 —2.31 -—1.34 —2.87 
Florida 1,617 1,451 166 4.30 5.52 1.49 
Arizona 330 412 —83 3.30 6.30 —2.48 
California 3,145 3,364 —219 2.42 3.10 —1.05 
Colorado 164 279 —115 1.07 2.67 —2.41 
Connecticut 234 197 37 1.04 1.12 75 
Delaware 64 53 11 1.69 2.17 84 
Dist. of Columbia —158 —158 a —2.02 —2.02 a 
Idaho —40 11 —51 — .64 .39 —1.49 
Illinois 124 383 — 259 13 62 —1.33 
Indiana 63 139 —75 15 538 —.45 
Jowa — 228 30 — 258 — .85 .22 —1.93 
Kansas —44 153 —197 — .22 1.33 —2.24 
Maine —66 —37 —29 —.70 —.77 —.63 
Maryland 320 326 -—6 1.18 1.70 —.08 
Massachusetts —93 —120 27 —.19 —.29 34 
Michigan 156 288 —132 22 7 =—.67 
Minnesota —97 189 —285 — .30 1.01 —2.16 
Missouri —130 120 —250 — .32 45 —1.69 
Montana —25 30 —55 —.40 1.01 —1.65 
Nebraska —117 40 —158 — .86 69 —2.34 
Nevada 86 84 2 3.97 6.04 .28 
New Hampshire 13 12 1 .22 .35 .05 
New Jersey 577 614 —37 1.06 1.29 —.55 
New Mexico 52 160 —108 .65 3.41 —3.25 
New York 210 152 58 13 ll .25 
North Dakota —105 22 —127 —1.68 1.14 —2.94 
Ohio 409 560 —152 46 89 —.6l 
Oregon 16 146 —130 10 1.58 —1.90 
Pennsylvania —475 —235 — 240 —.44 —.30 —.76 
Rhode Island —26 -5 —22 —.32 —.06 —1.80 
South Dakota —94 7 —101 —1.41 .28 —2.38 
Utah 10 83 —72 13 1.50 —3.14 
Vermont —38 -6 —32 —.99 —.45 —1.31 
Washington 88 186 —98 .34 1.08 —1.09 
Wisconsin —53 186 —239 —.14 .83 —1.66 
Wyoming —20 ll —31 — .64 .69 —2.16 


a The District of Columbia has no rural population. 
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the urban population base was larger. Migration plus natural increase 
resulted in an urban population increase of more than twenty-eight 
million. 

Many states and regions of the United States can be placed within 
three general categories: (1) mature-urban, (2) urbanizing-rural, and 
(3) frontier. Mature-urban states experienced both total and urban 
out-migration. Their cities were unable to retain their own natural 
increase. These areas are generally the older industrial or service 
centers. Pennsylvania, Massachusetts, Rhode Island, and Maine are 
in the mature-urban group. 

The District of Columbia is a special case. Its net out-migrants 
appear to have moved to residential areas in surrounding states. Net 
movements from other mature-urban areas appear to be predominant- 
ly to the frontier areas, often over relatively long distances. 

The South and most Midwest states are urbanizing-rural areas. 
They contain relatively large rural populations, and are characterized 
by the coincidence of rural out-migration and urban in-migration. 
Their rural out-migrants serve as a basis for urban expansion. They 
do not appear to draw substantial numbers of net urban in-migrants 
from beyond their own and adjoining states.® Urban growth general- 
ly is not sufficient to absorb all of the rural out-migrants of an urban- 
izing-rural area. Hence, net total out-migration is the usual case. 

Frontier areas are experiencing high rates of urban and total in- 
migration. Their urban growth cannot be explained by their rural 
out-migration. They are drawing the total in-migrants from ma- 
ture-urban and urbanizing-rural areas. Florida, with a total net 
in-migration of 4.3 percent per year, is in this category. Arizona, 
California, and Nevada also had total in-migration rates in excess of 
2 percent per year. 


The Southern Experience 


Florida is a frontier area. The nearby Southern states con- 
stitute an urbanizing-rural area. Rural-to-urban movements were very 
pronounced. The South possessed 41 percent of the nation’s rural 
population in 1950 and experienced a rural out-migration rate of 
2.73 percent per year, which was substantially above the national 

5.A few states and regions cannot be classified unambiguously into these 
categories. 
6. State lines do not necessarily provide the boundaries for such regions. For 


example, more of Arkansas’ rural out-migrants appear to have moved to urban 
areas in Texas and Louisiana than urban areas in Arkansas. 
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rate of 1.69 percent. Each of the thirteen Southern states experienced 
a rural out-migration rate equal to or above the national rate. The 
South consequently contributed more than 60 percent of the nation’s 
rural out-migrants. Texas had more than 1,000,000. Alabama, Arkan- 
sas, Georgia, Kentucky, Mississippi, North Carolina, and Tennessee 
each had more than 400,000. 

Large numbers of rural out-migrants moved to Southern cities. 
The South experienced a net urban in-migration of 2,600,000. Its 
urban in-migration rate of 1.2 percent per year exceeded the national 
rate of 1.07. Excepting West Virginia, each of the Southern states 
experienced net urban in-migration. Urban in-migration, however, 
was not sufficiently large to offset rural out-migration in eleven of 
the thirteen Southern states, and the South as a whole experienced 
a net total out-migration of more than 3,000,000 people to other parts 
of the country. On net, the South was able to retain 44.5 percent of 
its rural out-migrants as urban in-migrants. 


Table 2. Southern Rural Migration by Race: 1950-60 


MIGRATION Mieration Rates 
(Thousands of Persons) (Percents per Year) 

White Non-White White Non-White 
Bouth —3,955 —1,899 —2.40 —4.00 
Alabama —315 —219 —2.82 —4.60 
Arkansas —326 —124 —3.63 —5.01 
Georgia —241 — 233 —1.86 —4.44 
Kentucky —428 —29 —2.52 —4.12 
Louisiana —115 —157 —1.47 —3.76 
Mississippi —203 —307 —2.63 —4.46 
North Carolina —254 — 206 —1.26 —2.92 
Oklahoma —326 —39 —3.70 —4,23 
South Carolina —42 —201 — .52 —3.53 
Tennessee —344 —67 —2.16 —3.75 
Texas —848 —171 —3.70 —5.15 
Virginia —194 —112 —1,42 —2.84 
West Virginia —318 —34 —2.72 —6.02 
Florida 210 —44 2.32 —2.09 


Migration by Race 

Table 2 contains rural migration estimates for Southern whites 
and non-whites. Non-whites accounted for almost one-third of rural 
out-migration from the South. They left the Southern rural areas at 
much more rapid rates than whites. The non-white out-migration rate 
exceeded the corresponding white rate in every Southern state. The 
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Table 3. Urban Net Migration by Race: 1950-60 


United States 
South 

Alabama 
Arkansas 
Georgia 
Kentucky 
Louisiana 
Mississippi 


North Carolina 


Oklahoma 
South Carolina 
Tennessee 
Texas 
Virginia 
West Virginia 

Florida 

Arizona 

. California 

Colorado 

Connecticut 

Delaware 


Dist. of Columbia 


Idaho 

Tilinois 
Indiana 

Towa 

Kansas 

Maine 
Maryland 
Massachusetts 
Michigan 
Minnesota 
Missouri 
Montana 
Nebraska 
Nevada 

New Hampshire 
New Jersey 
New Mexico 
New York 
North Dakota 
Ohio 

Oregon 
Pennsylvania 
Rhode Island 
South Dakota 
Utah 
Vermont 
Washington 
Wisconsin 
Wyoming 


MIGRATION 
(Thousands of Persons) 
White Non-White 
9,745 1,988 
2,602 5 
189 —23 
29 —ll 
255 5 
76 -—9 
181 42 
82 —5 
147 —14 
133 14 
49 —29 
145 —8 
1,077 56 
317 4 
—78 —16 
1,285 166 
397 15 
2,984 380 
266 13 
157 40 
48 5 
— 224 66 
10 1 
147 236 
94 45 
22 8 
149 4 
—39 1 
282 45 
—146 26 
178 115 
181 7 
80 40 
29 1 
35 5 
76 8 
11 1 
483 131 
155 5 
—173 325 
22 0 
428 132 
139 7 
—329 94 
—7 3 
6 1 
82 1 
—7 0 
168 18 
146 39 
11 0 


MrGrRaTIon Rates 
(Percents per Year) 


White Non-White 


.96 1.67 
1.54 .03 
1.80 — .46 

53 —.71 
1.99 .08 

71 — .64 
1.50 17 
1.84 — 18 
1.26 — .35 
1.13 1.16 

.80 —1.12 
1.14 20 
2.08 75 
2.14 10 

—1.19 —3.50 
6.11 3.16 
6.39 4.56 
2.98 4.58 
2.63 3.94 

.93 5.31 
2.27 1.47 
5.26 1.90 

37 2.83 

22 2.85 

39 2.12 

.16 3.86 
1.39 49 

— .80 6.30 
1.78 1.34 
— .36 2.82 

38 2.07 

99 3.19 

34 1.30 

.98 3.80 

.53 2.03 
5.83 9.29 

32 8.52 
1.10 3.51 
3.42 3.10 

—.14 2.78 
1.18 1.26 

75 2.16 
1.49 3.25 

47 1.33 

—.1l 1.65 

.25 2.21 

1.51 .66 

— .45 2.34 
3. 
7. 
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over-all non-white rate, 4 percent per year for the South, is sub- 
stantially above the rate for whites, 2.4 percent. Florida provides an 
interesting case. It experienced rural in-migration of whites and rural 
out-migration of non-whites. 

White and non-white migration estimates for urban areas are 
listed in Table 3. The racial character of urban in-migration in the 
South is just opposite from that of rural out-migration. Excepting 
Oklahoma, the white-urban migration rate exceeds the corresponding 
non-white rate in every Southern state. Eight of the Southern states 
experienced urban out-migration by non-whites. 

The 44.5 percent urban retention rate for the South separates into 
two very dissimilar components: a rate of 65.8 percent for whites and 
one of 0.3 percent for non-whites. An estimated 1.4 million whites 
and 1.9 million non-whites left the South during the 1950's. 

Non-white urban in-migration outside of the South further empha- 
sizes the mass exodus of non-whites from the South. Non-white urban 
migration rates are positive for all but one state outside of the South, 
and exceed white urban migration rates in twenty-eight of the thirty- 
five states. The District of Columbia, Massachusetts, New York, and 
Pennsylvania are mature-urban areas for whites, but frontier areas 
for non-whites. 

The mass exodus of non-whites from the South represents a move- 
ment in search of social and political as well as economic opportunity. 
It cannot be explained by economic variables alone. The conse- 
quences of this movement for the economic development of the South 
and other portions of the nation are many. 


The Southern Migration Potential 


Rural Population and Migration 
Rural out-migration from the Southern states during the past 
decade was sufficiently large to result in an absolute decline in the 
region’s rural population. A continuation of current rates would 
eventually drive rural population toward zero, but it might be a long 
time before this happened. The South’s current rural-to-urban migra- 
tion is here extrapolated forward in order to gain an insight into the 
size of the potential for future urban growth and the potential speed 
of rural depopulation. These extrapolations are limited to the thirteen- 
state South. 
Assume that observed rural migration and natural increase rates 
remain unchanged for each racial group in each of the thirteen states. 
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The rural population for racial group j in state i at time t, denoted 


by Ri(t), is 
(3) Ri,() =R,,(O)est det G=1,..., 13), G=3,4) 


where rj; and 4, are annual migration and natural increase rates re- 
spectively as defined above. For convenience, 1960 corresponds to 
t= 0, 1970 to t= 10, and so on. The rural migration rates, ry, are 
generally negative. The rural population of group j in state i will de- 
cline over time and eventually approach zero if (1; + Ay) <0, ie., if 
its out-migration rate exceeds its natural increase rate in absolute 
value. The 1950-60 rates satisfy this condition for the non-white rural 
populations in all thirteen states and for the white rural populations 
in all of the South except Louisiana, North Carolina, South Carolina, 
and Virginia. 

The level of rural migration for group 7 over the period from 
t= t, through t = fe is 

_ rl Rij(e) — Rij(h)] 


(4) fe cea OS or aa es Poe , 13), (7=8,4) 


and is easily calculated once rural populations have been derived. 


Urban Population and Migration 


The South is assumed to retain as urban in-migrants the same 
proportion of its rural out-migrants as it retained during 1950-60: 
13 
2 Mi,i42 (j=1,2) 


(8) Xj=—py 


where X; is the net urban in-migration for group j for the South as a 
whole, and the p; are the 1950-60 retention rates. No attempt was 
made to calculate levels for individual states. 

Urban in-migration for the period t= ¢, through t = ft, can also 
be expressed as 


rilU (tb) — Us(h)] 
Ata; 

where the 4; are constant urban natural increase rates derived from 

1950-60 data, and the 1; are the average urban in-migration rates for 


the South over the period under analysis. 
Total urban population at t = ft, is 


(7) U ;(t2) = U (te Astra) (4—4) i] =1, 2). 


(6) X j= (j=1,2) 
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Table 4. Population and Migration Projections for the 
South: 1970-2020 


POPULATION MIGRATION 
Thousands Percent Percent Thousands Percent 
Year of Persons Increase of Total of Persons Rate 
Rural 
1960 20, 522 — .89 44.9 — 5,878 —2.98 
1970 18 , 946 — .80 37.1 —65,181 —2.63 
1980 17,655 —.71 30.6 —4,619 —2.53 
1990 16,609 — .61 25.2 —4,150 —2.42 
2000 15,773 — .§2 20.9 —3,758 —2.32 
2010 15,119 — .42 17.3 —3,431 —2.22 
2020 14,626 — .33 14.4 —3,157 —2.12 
Urban 
1960 25 , 188 3.07 55.1 2,632 88 
1970 32,145 2.43 62.9 2,334 82 
1980 40,081 2.20 69.4 2,105 59 
1990 49, 225 2.05 74.8 1,913 43 
2000 59, 849 1.94 79.1 1,753 32 
2010 72,272 1.88 82.7 1,620 25 
2020 86,874 1.83 85.6 1,509 19 
Total 
1960 45,711 1.10 100.0 —3,247 — .67 
1970 51,091 1.11 100.0 —2,847 — .59 
1980 57 ,736 1,22 100.0 —2,514 — .46 
1990 65,835 1.31 100.0 — 2,237 — .36 
2000 75 ,622 1.39 100.0 —2,005 — .28 
2010 87,391 1.46 100.0 —1,811 — .22 
2020 101, 500 1.50 100.0 —1,648 —.17 


Equations (6) and (7) comprise two sets of two equations each in 
two variables: U,te) and 1; These were solved by an iterative 
method. 


Future Population and Migration Levels 


The extrapolation results at ten-year intervals through the year 
2020 are given in Table 4. The percent increases and percent rates 
are average annual rates for the appropriate decades. These figures 
show a large potential for future rural out-migration from the South 
despite a continuing decline of rural population, Current rates imply 
rural out-migration in excess of three million per decade well into 
the twenty-first Century. 
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The data in Table 4 exhibit a number of interesting properties: 
(1) Rural population will decline at a declining rate.? Rates are 
assumed constant for each group in each state. The groups with the 
higher rates of decline will constitute decreasing proportions of total 
rural population, and thus the aggregate rate will become smaller. 
(2) Urban population will increase at a declining rate. Urban in- 
migration declines in absolute number with rural out-migration. In 
addition, total urban population is increasing. Hence, the rate of 
growth beyond natural increase declines. (3) Total population will 
increase at an increasing rate. The absolute magnitude of population 
loss through non-retained rural out-migrants will become smaller and 
the population base larger. Total population increase will approach 
natural increase. 


Questionable Assumptions 


The extrapolations given in Table 4 are not intended as accu- 
rate predictions of the South’s future population levels. A number of 
the parameters assumed constant for these projections will undoubted- 
ly change over time. White-non-white differentials may decline 
with social and political advances. The use of the same increase rates 
for rural and urban populations probably results in an underestimate 
of rural growth and an overestimate of urban growth. Many as yet 
unforeseeable changes will serve to alter the competitive position of 
the South and thus change retention rates. 

Basic patterns, however, appear inalterable. Migration and reten- 
tion rates can change within wide bounds without affecting their 
directions. The South will continue to generate large numbers of 
rural out-migrants who will serve as the basis for above-average urban 
growth within the region. This movement will continue on a large 
scale for many years. The structure and performance of the South, 
however, will more closely approach that of the nation as a whole. 


Growth of Non-Agricultural Employment 


Growth and Composition 
Total employment in the South increased at an annual rate of 
0.59 percent during 1950-60, contrasted with a national increase of 
1.13 percent. The South’s slower total employment growth is a con- 
7. Since white rural populations are increasing slightly in four states, a point 
will eventually be reached at which their increases will dominate and the rural 


population of the region as a whole will increase. This point, however, is not 
reached in the sixty-year projections, and, therefore, is of little interest. 
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Table 5. Non-Agricultural Employment: 1950 and 1962* 


EMPLOYMENT (THOUSANDS) 
—_—-__—_—_—__——— PERCENT PER YEAR 
United States South GrowTH: 1950-62 


1950 1962 1950 1962 United States South 
Total 44,942.3 55,123.6 9,098.4 11,753.3 1.70 2.13 
Mining and Oil 902.6 649.4 432.1 341.0 —2.74 —1.97 
Manufacturing 15,248.2 16,783.7 2,608.1 3,259.4 .80 1.86 
Construction 2,343.6 2,817.3 536.3 692.8 1.53 2.13 
Transport. 
Comm, and 
Public Utilities 4,041.5 3,879.9 854.0 843.2 — .34 —.11 
Trade 9,412.6 11,502.4 1,990.8 2,502.4 1.67 1.91 
Finance, 
Insurance and 
Real Estate 1,843.7 2,793.4 292.2 518.4 3.46 4.78 
Services and 
Mise. 5,115.6 7,724.4 1,004.4 1,469.8 3.43 3.17 
Governments 6,034.5 8,978.1 1,380.5 2,126.3 3.31 3.60 


* Source: Bureau of Labor Statistics, Employment and Earnings Statistics for 
States and Areas: 1939-62, Bulletin No. 1370 (1963). 


comitance of its slower total population growth. The South and the 
nation each experienced a decline of agricultural employment and 
an increase of non-agricultural employment. During 1950-60, the 
South’s agricultural employment declined 6.29 percent per year and 
the nation’s declined 4.82. This section is devoted to a consideration 
of the growth patterns for non-agricultural employment. 

Non-agricultural employment levels for eight major divisions for 
1950 and 1962 are given in Table 5. The composition of total employ- 
ment changed dramatically. There was a nation-wide increase in the 
importance of service and service types of industries. National em- 
ployment in finance, insurance, and real estate; in services and mis- 
cellaneous; and in governments each grew at approximately twice 
the national aggregate rate. By 1962, governments represented more 
than 16 percent of total non-agricultural employment. State and local 
government employment grew much more rapidly than federal. More 
than two million new jobs were created by state and local governments. 
At the other end of the scale, employment in mining and transportation 
industries declined in absolute amount. Manufacturing, once thought 
to be the bulwark of economic growth, experienced an employment 
growth rate less than half the national aggregate rate. The South 
experienced the same general changes in employment composition as 
the nation as a whole. 
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Table 6. Non-Agricultural Employment Growth Rates and 
Differentials: 1950-62* (Average Percents Per Year) 


Growth Weight Rate 

Rate Differential Part Part 

South 2.13 43 — .05 48 
Alabama 2.03 .33 — .06 .39 
Arkansas 2.36 . 66 11 .55 
Georgia 2.56 .86 .05 81 
Kentucky 1,54 — .16 — .26 .10 
Louisiana 1.85 15 —.0l .16 
Mississippi 2.58 .88 .20 . 68 
North Carolina 2.49 79 — .05 84 
Oklahoma 1.94 24 .00 24 
South Carolina 2.29 59 — .05 64 
Tennessee 1.99 29 .07 .22 
Texas 2.65 95 .00 £95 
Virginia 2.45 75 .05 .70 
West Virginia —1.35 —3.05 — .86 —2.19 
Florida 5.62 3.92 .33 3.59 
Arizona 6.75 5.05 15 4.90 
California 4.04 2.34 21 2.13 
Colorado 3.56 1.86 19 1.67 
Connecticut 1.78 08 — .09 17 
Delaware 2.07 37 —.18 50 
Dist. of Columbia 1.08 — .62 Ol —1.63 
Idaho 1.77 .07 .07 00 
Illinois 1.00 —.70 — .06 — .64 
Indiana 1.15 — .55 —.21 — .34 
Towa .95 —.75 .16 —.91 
Kansas 1.72 02 .02 .00 
Maine 83 — .87 —.01 — .86 
Maryland 2.34 — .64 .05 .59 
Massachusetts 86 — .84 .05 — .89 
Michigan .63 —1.07 —.19 — .88 
Minnesota 1.68 — .02 08 —.10 
Missouri 1.12 — .58 06 — .64 
Montana 1.10 — .60 .02 — .62 
Nebraska 1.73 .03 30 — .27 
Nevada 6.94 5.24 .29 4.95 
New Hampshire 1.64 — .06 — .04 — .02 
New Jersey 1.90 .20 —.10 .30 
New Mexico 3.89 2.19 .22 1.97 
New York .98 —.72 12 — .84 
North Dakota 1.30 — .40 .40 — .80 
Ohio .95 —.75 —.13 — .62 
Oregon 1.50 — .20 .05 — .25 
Pennsylvania 10 —1.60 — .26 —1.34 
Rhode Island — .09 —-1.79 — .09 —1.70 
South Dakota 1.99 .29 41 — .12 
Utah 3.44 1.74 .12 1.62 
Vermont 1.00 —.70 .02 —.72 
Washington 1.83 13 .22 — .09 
Wisconsin 1.40 — .30 — .08 —.22 
Wyoming 1.50 — .20 — .25 05 


* Source: See Table 5. 
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The South experienced more rapid non-agricultural employment 
growth than the nation. Its rates are above the national rates for 
seven of the eight major divisions. The South’s rural out-migrants 
have provided the basis for the region’s above-average growth. 


Regional Growth 


The distribution of employment growth among states has been 
as dramatic as the change in employment composition. Average 
annual growth rates by state for 1950-62 are given in the first column 
of Table 6. These range from an increase of 6.94 percent per year in 
Nevada through a decline of 1.35 percent per year in West Virginia. 
Differentials between overall state growth rates and the overall na- 
tional rate are given in the second column of Table 6. A negative 
differential indicates a below-average growth rate, and a positive 
differential indicates an above-average rate. 

The frontier states with high population growth rates (Florida, 
Arizona, and Nevada, for example) also had high employment growth 
rates. The over-all relation between population and employment 
growth rates, however, is very slight. The coefficient of rank correla- 
tion between the two growth-rate series is only 0.178 and is not signifi- 
cant at a l-percent confidence level. The lack of a close relation 
follows from relatively high employment increases in the South and 
other states with substantial rural out-migration and relatively low 
population increase. Each Southern state, except Kentucky and West 
Virginia, had a non-agricultural employment growth rate greater than 
the national average. 

The coefficient of rank correlation between the urban in-migration 
rates given in Table 1 and the growth-rate differentials given in Table 
6 is 0.847 and is significant at a 1-percent confidence level.* This is 
not surprising, since most non-agricultural jobs are located within 
urban areas. Given urban population increases, employment increases 
follow once adjustments are made for participation and unemploy- 
ment rate changes. It is generally safe to state that urban population 
and non-agricultural employment increase or decline pari passu. 

8. The state ranking for urban migration rates is identical to a ranking for 
urban population growth rates, and the growth-rate differential ranking is identical 
to a ranking of non-agricultural-employment growth rates. Therefore, the same 


0.847 coefficient would be obtained if the two growth rate series were rank- 
correlated. 
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Weight and Rate Effects 


Growth is influenced by starting position. A state with a rela- 
tive specialization in national rapid-growth industries has an advan- 
tage over a state specialized in slow-growth or declining industries. 
In 1950, more than 25 percent of West Virginia’s total employment 
was provided by mining, contrasted with 2 percent for the nation as 
a whole. Mining is a declining industry, and West Virginia’s heavy 
commitment has provided a severe impediment to growth. Growth 
in other sectors has not been adequate to offset its decline in mining 
employment. 

The growth-rate differentials listed in the second column of Table 
6 are separated into weight- and rate-parts to reflect the respective 
influences of initial position and competitive gain.® 

If each division in state k had grown at the division’s national rate, 
the state’s 1962 total non-agricultural employment would have been 

8 k 

2D Bj; 

g=1 
where E;* is the state’s 1950 employment in division j, and p, = e2j 
is a national growth multiplier derived from the division’s annual 
growth rate, @,. 

A weight-part differential, \*, is defined as the difference between 
the aggregate growth rate that state k would have achieved if its 
divisions had experienced national growth rates, and the aggregate 
national growth rate, B: 


8 
(8) = Log. (2 wjp,)/12—B 
Ne 


where w;* = E,*/E* is the proportion of k’s 1950 employment in divi- 
sion j. The sign of Equation (8) can be determined by contrasting 
k’s hypothetical and the national aggregate growth multipliers. The 
weight-part differential will take the sign of the expression 


a ee ns 
ZT wjyj—-D wyj=D (wji—-wj) ws 


j=l t=] j=l 


where 1; are national division weights. If k has a net weight differen- 
tial toward the more rapidly growing sectors, its weight-part differen- 

9. The weight and rate parts defined here are quite similar to the propor- 
tionality and differential shifts developed by H. S. Perloff, E. S. Dunn, E. E, 
Lampard, and R. F. Muth, Regions, Resources, and Economic Growth (Baltimore, 
1960), pp. 70-74 passim. 
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tial will be positive. If k’s net weight differential is toward the more 
slow-growing sectors, e.g., mining, manufacturing, it will be negative. 

The positive weight parts in Table 6 for Florida and California 
result from their relative specialization in trade and service industries 
in 1950. The District of Columbia’s positive weight part results from 
its specialization in government. The large negative figures for West 
Virginia and Kentucky result from their specialization in mining. The 
negative figures for North Carolina, Connecticut, and Michigan result 
from a relative specialization in manufacturing. The South as a whole 
had a negative weight part as a result of the importance of mining 
and manufacturing. 

The rate-part differentials, §*, given in Table 6 are the differences 
between the over-all differentials and the weight parts: 


(9) ¢*=(*—B)—* 


where 6" is state k’s actual growth rate. The sign of Equation (9) can 
be determined by contrasting k’s hypothetical and actual growth 
multipliers. The rate-part differential will take the sign of the ex- 
pression 


z wih —2 whnj=D (ui ns) wh 
j=1 j=1 j=l 
which is an average of sector growth-multiplier differentials weighted 
by state division-composition weights. 

On the whole, the weight parts in Table 6 are not large relative 
to rate parts, and initial composition does not appear to provide a 
general explanation of growth-rate differentials. A few patterns, how- 
ever, are noticeable. Weight parts are small parts of the total differ- 
entials in the frontier areas but are positive for every state with a 
growth-rate differential greater than 3 percent. The frontier states 
are not traditional centers of manufacturing, and the absence of 
initial manufacturing reinforced their high growth rates. Several of 
the mature-urban areas possess negative weight parts because of 
initial specialization in manufacturing and mining. Competitively 
slow growth was further hindered by initial composition in these states. 

No general pattern is discernible for weight parts in the South. 
The weight part is positive in five states, negative in six, and zero in 
two. All thirteen of the Southern states had positive rate parts which 
give further evidence of their conipetitive gains. 
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Regional Equalization 

Broad Specialization 

The number of Americans engaged in agriculture declined as 
mass rural out-migration took place. Thus, differences in the degree 
of agricultural—-non-agricultural specialization among areas declined, 
and in this sense the various regions of the United States became 
more alike. Other resource-oriented industries (for example, mining 
and lumbering) declined in either absolute or relative terms during 
the past decade, and thus shared agriculture’s fate. The result was a 
further decline in regional specialization. 

A broad measure of regional specialization is defined and evaluated 
for 1950 and 1962 in this section in order to gain insight into recent 
changes in regional specialization outside of agriculture. A state’s 
national employment image is obtained by distributing its total em- 
ployment for a given year among the eight major divisions on the 
basis of the national division weights for that year. These employ- 
ment levels are then subtracted from the state’s actual levels:to obtain 
image deviations. A positive deviation for a division indicates rela- 
tive specialization, i.e., a weight higher than the national. Similarly, 
a negative deviation indicates relative underspecialization. Speciali- 
zation is always matched by underspecialization; the algebraic sum 
of the percentage deviations for a particular state must equal zero 
by construction. An algebraic sum therefore provides no information 
of interest. 

One-half the sum of the absolute values of the division deviations 
is utilized to measure the deviation of a state from its national image. 
Specifically, the percent employment deviation for state k in a given 
year, denoted by d*, is 

8 

= |Ej}—w,E*| 

jel 
(10) C—O 
where, as above, E*; is state k's employment in division j; E* is its 
total employment; and w, is the proportion of national employment in 
division j. The absolute sum is divided by two because of the com- 
pensating nature of the deviation definition. If one employee more 
than the national image were employed in manufacturing, it follows 
that one less must be employed in some other division. The resultant 
absolute sum is two, but only one employee is involved. 


10. The same result would be achieved if total specialization, i.e., positive 
deviations, were divided by total employment. 
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Table 7. National Image Deviations: 1950 and 1962* 
(Percents of Total Non-Agricultural Employment) 


1950 1962 1950 1962 

South 6.5 4.9 Kansas 14.3 11.7 
Alabama 5.2 5.1 Maine 10.2 8.7 
Arkansas 9.8 4.6 Maryland 3.7 4.3 
Georgia 3.5 3.9 Massachusetts 7.9 7.4 
Kentucky 11.8 6.6 Michigan 15.4 10.0 
Louisiana 11.9 13.8 Minnesota 8.9 6.2 
Mississippi 10.0 6.4 Missouri 6.7 4.1 
North Carolina 11.2 12.1 Montana 23.2 18.6 
Oklahoma 20.4 16.7 Nebraska 19.3 13.6 
South Carolina 12.2 13.0 Nevada 30.0 29.8 
Tennessee 3.4 3.7 New Hampshire 13.6 13.3 
Texas 15.7 11.8 New Jersey 11.7 8.7 
Virginia 7.0 5.6 New Mexico 28.2 24.3 
West Virginia 22.7 11.9 New York 5.2 5.6 
Florida 20.5 15.0 North Dakota 29.7 25.8 
Arizona 24.0 15.7 Ohio 10.2 8.7 
California 11.3 4.6 Oregon 5.2 5.8 
Colorado 16.7 13.5 Pennsylvania 9.6 7.9 
Connecticut 16.4 14.4 Rhode Island 15.6 9.8 
Delaware 12.3 7.3 South Dakota 25.0 22.3 
Dist. of Columbia 38.6 36.6 Utah 19.1 13.9 
Idaho 18.3 13.8 Vermont 7.0 4.9 
Illinois 5.2 4.9 Washington 9.5 5.4 
Indiana 11.7 10.6 Wisconsin 8.6 7.2 
Iowa 10.3 6.3 Wyoming 29.1 25.4 


* Source: See Table 5. 


Image deviations for the forty-nine state units for 1950 and 1962 
are listed in Table 7. The changes between 1950 and 1960 are rather 
striking. Forty-one of the forty-nine state units recorded decline, i.e., 
became more like the national average. The eight exceptions recorded 
relatively small increases. The average of the forty-nine state devia- 
tions fell from 14.2 to 11.5 percent. One seldom finds such predomi- 
nant moves in one direction. The declines reflect the widespread 
relative increases in the importance of government and service in- 
dustries, the widespread relative decline of mining and transporta- 
tion, and a more even distribution of manufacturing employment. 
The percentage growth of manufacturing employment was generally 
greater in the relatively non-industrial frontier and urbanizing-rural 
areas than in the traditionally industrial mature-urban areas. A rough 
indication of this is given by a rank correlation coefficient of —0.632 
for state observations covering manufacturing employment growth 
rates and percentages of total employment in manufacturing in 1950. 
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In terms of broad specialization, at least, the various regions of the 
United States are becoming more alike. 

The implications of the decline in specialization are many. For 
example, one might hypothesize that the volume of interregional trade 
has increased less rapidly than income and employment in recent 
years. 

The percentage deviation for the South as a whole fell from 6.5 
in 1950 to 4.9 in 1962. Five Southern states (Georgia, Louisiana, 
North Carolina, South Carolina, and Tennessee) recorded increases. 
The deviations for the Southern states varied from 3.5 through 22.7 
in 1950, and from 3.9 through 13.8 in 1962. Kentucky, with a devia- 
tion of 11.8 percent, was the nation’s median state in 1950. Seven of 
the remaining Southern states were below the median, and five were 
above. Rhode Island, with a 9.8 deviation, was the median state in 
1962. Seven Southern states were below the median, and six were 
above. 


Southern Income Behavior 


The South has long experienced the lowest per-capita person- 
al income levels in the United States. Per-capita personal income 
levels for 1950 and 1962 are given in Table 8. All thirteen Southern 
states were below the national average in both years. If the 1950 
incomes are ranked for forty-eight states and the District of Columbia, 
Southern states occupy the eleven lowest positions. Only Texas and 
Virginia had higher incomes than one or more states outside of the 
South. The relative low-income position of the South was little 
changed by 1962. Again, every Southern state was below the national 
average. The ten lowest income positions were occupied by Southern 
states. Oklahoma managed to join the two above-mentioned states 
in that its income was above one state outside of the South. 

Southern income levels generally grew more rapidly than the level 

11. The values of the percentage deviations depend upon the sector classifica- 
tion used in the computations. The eight-division classification suppresses differ- 
ences between components within the same division. In particular, individual 
manufacturing industries have exhibited widely different growth rates. A more 
detailed sector classification would result in larger values for the percentage devia- 
tions, but it is unlikely that disaggregation would reverse the general decline. The 
author and R. Stephen Rodd performed deviation computations for six Upper 
Midwest States for a thirty-nine-sector classification with a two-digit manufacturing 
break. Percentage deviations were larger than in the eight-sector computation, 
but in each instance they were lower in 1960 than in 1950. With very few 
exceptions, the deviations declined between pairs of successive years during the 


decade. 
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Table 8. Per-Capita Personal Income Levels: 1950 and 


1962* 
PrersonaL INCOME 
(Dollars per Capita) INcREASE 
1950 1962 Dollars Percent per Year 
United States 1,491 2,366 875 3.85 
Alabama 867 1,567 700 4.93 
Arkansas 805 1,504 699 5.21 
Georgia 1,016 1,759 743 4.57 
Kentucky 958 1,712 754 4.84 
Louisiana 1,089 1,705 616 3.74 
Mississippi 729 1,285 556 4.72 
North Carolina 1,009 1,732 723 4.50 
Oklahoma 1,133 1,905 772 4.33 
South Carolina 881 1,545 664 4.68 
Tennessee 995 1,702 707 4.47 
Texas 1,340 2,013 673 3.39 
Virginia 1,222 2,018 796 4.18 
West Virginia 1,095 1,810 715 4.19 


* Source: Department of Commerce, Survey of Current Business. 


for the nation as a whole. The percentage growth rates listed in 
Table 8 show that eleven of the thirteen Southern states had percent- 
age increases of per-capita personal income that exceeded the nation- 
al average. However, the dollar increase for each Southern state was 
below the dollar increase for the nation as a whole. In relative terms, 
the South moved closer to the national average; in absolute terms, 
it fell further behind. The South became more like the nation as a 
whole in many important respects, but its income performance was 
rather sluggish. 

Two major forces appear to operate upon the relative position of 
Southern per-capita income levels; one is an exhilarant and one is a 
depressant. Both are tied to the rural-urban migration process. The 
exhilarating effect results from the decreasing relative importance of 
the South’s rural areas. Per-capita incomes in the South’s rural areas 
are substantially below incomes in the region’s urban areas. Rural 
out-migration, therefore, removes persons from the lowest end of the 
income scale and thus tends to increase the average. The effect is 
in the same direction whether income-earning rural out-migrants leave 
the region or move to employment in its urban area. In the former 
case, the out-migrant is no longer counted in the computation of 
average income levels. In the latter case, he is still counted, but 
earns a higher income. 


The movement of large numbers of rural out-migrants to Southern 
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cities seeking employment serves as a depressant to prevent the in- 
crease of Southern wages to levels realized in other parts of the 
nation. A fair proportion of the South’s new employment has been 
attracted by below-average wage rates. 

The two pressures will continue to operate in the future. Their 
net effect, however, may turn more in the direction of income equal- 
ization than was true during the past decade. Table 4 indicates a 
drop in percent of total population that is rural in the South from 
44,9 in 1960 to 37.1 in 1970. A decline as substantial as this should 
have a considerable exhilarating force upon per capita income levels. 
The extrapolations also indicate a fall of the urban in-migration rate. 
Thus the relative downward’? pressure of new labor force entrants 
may lessen. 


Some Implications of Recent Developments 


State of the Art 

Large-scale regional research is underway at a number of 
centers throughout the United States. Smaller research efforts are 
very common. Research is being conducted without the aid of well- 
developed theoretical structures for analysis of the regional growth 
process. Theoretical methods are being developed along with em- 
pirical research. Empiricism of this nature has several drawbacks, 
but it has the advantage of a close correspondence between theory 
and factual experience. Many of the difficulties in the development 
of regional theory result from the high standards which scholars in 
this field set for themselves. In some branches of economics, theories 
are formulated in terms of a few aggregates or general concepts with 
little concern about quantitative verification. Regional theory requires 
methods that cover disaggregated variables and will stand quantita- 
tive tests. 

Most currently available methods for regional analysis are of value 
for specific purposes. A recent trend has been toward the develop- 
ment of summary measures of historical growth. Examples are pro- 
vided by the weight- and rate-part differentials and image deviations 
presented above. These and similar measures provide valuable in- 
formation with which to begin regional analysis, but do not provide 
the wherewithal for forward-looking analyses of regional growth. 

The general decline of specialization shown by the historical meas- 
ures and other information serves, to complicate explanations of 


12. The word downward is used in a relative sense and means a lower rate 
of increase. 
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regional growth. There are fewer obvious regional differences upon 
which to hang theories of differential growth. 

Classical location theory provided a classification of industries by 
principal locational factor. Industries were thus resource-oriented, 
transport-oriented, labor-oriented, market-oriented, or foot-loose. 
These classifications provide information of interest, though it is some- 
times difficult to place specific industries within a specific category. 
These classifications, however, provide little insight into the nature 
of the regional growth process in light of the relative decline of re- 
source-oriented industries, and the rapid growth of market-oriented 
and foot-loose industries developed during the past decade. 


Export-Base Analysis 

The well-known export-base, or economic-base, analysis pro- 
vides the outstanding example of a widely used method that con- 
tains unworkable assumptions. In somewhat simplified form the 
analysis runs as follows: Two types of industries are recognized, base 
and service. Activity levels for base industries depend upon demands 
external to the region under investigation. Activity levels in the 
region’s service industries are determined by internal income and 
employment, often via a multiplier process. Once levels for the base 
industries are determined, levels for service industries follow easily 
from internal variables. 

Manufacturing, mining, and agriculture generally have been 
treated as base industries. During the past decade these industries 
either declined or grew at below-average rates. Service industries 
were the dynamic growth industries. In export-base terms the recent 
past has been an epoch during which the tail wagged the dog. If 
export-base methods are used, one must explain changes in the multi- 
plier over time. 


Supply Emphasis 

Most existing theories of location and regional growth empha- 
size demands for employment at alternative locations. Export-base 
analysis, orientation analysis, comparative cost analysis, and regional 
input-output analysis are all occupied with the demand side of em- 
ployment determination. The supply side, ie., the force underlying 
the potential migration of people to jobs at particular locations, has 
been largely neglected in the main stream of regional analysis. The 
large-scale migration of the past decade points to the need for in- 
tensive analyses of the supply side. 


Vi 


Trends in Population and Employment 
in the South from 1930 to 1960 and 


Their Economic Significance” 


By John L. Fulmer 


I. Introduction 


The South is no longer the nation’s Economic Problem Num- 
ber One, nor is it yet quite the nation’s Economic Opportunity Number 
One; but surely the South is a region that is increasingly attracting 
the attention of business leaders, politicians, and others. All can agree, 
certainly, that it is casting off rapidly the shackles of the past, the 
ties of an agrarian economy and a provincial type of thinking. Per- 
haps all would not agree that the South is rapidly emerging as the 


* In this report I have drawn heavily from the published works of numerous 
research scholars who have already blazed the trail in regional analysis. Where 
possible, credit has been given in the footnotes. Obviously, almost all govern- 
ment agencies are the source for the basic statistics obtained from published 
reports. For current data on non-agricultural employment, I wish to acknowl- 
edge especially the valuable assistance provided by Messrs. Brunswick Bagdon 
and Charles Bullock of the Regional Office, U.S. Bureau of Labor Statistics. 
Mr. Harold C. Phillips, U.S. Department of Agriculture, supplied similar data 
on agricultural employment. I am sincerely grateful to Mr. ‘Howard G. Bruns- 
man, Chief, Division of Population, Bureau of the Census, for assistance in pro- 
viding data from the 1960 Census of Population along with other reports of 
the Census Bureau on population and employment. 

Many persons at Georgia Institute of Technology assisted me in numerous 
ways with the statistical analysis or the final report. Dr. Walter S. Buckingham, 
Jr., Director, School of Industrial Management, and also his predecessor, Pro- 
fessor Maurice R. Brewster, arranged a lighter teaching load and provided a 
student assistant to help with the statistical analysis. The interest and aid of 
both contributed greatly to the progress of the study. I wish to acknowledge 
also with appreciation the help of Professor J. Carlton Brown, who assisted with 
the curve fitting and calculation of the growth rates. 
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fastest-growing region in the United States, exceeded perhaps only 
by the West Coast. The South, as defined for the purposes of this 
symposium,” has had a yearly rate® of population increase from 1930 
to 1960 which exceeded slightly the rate for the rest of the nation; 
the ycarly rates of increase for total employment have risen neither 
as much nor as consistently as population; yet during 1950-60 these 
exceeded by a good margin the yearly growth rates of the rest of the 
country. The objectives of this paper are: (1) to trace trends in popu- 
lation for the region and its states, (2) to study impact of migration 
on population changes, (3) to analyze interrelationships between 
population and employment changes, and (4) to show economic sig- 
nificance of population and employment changes on the region’s 
economy. 

Development of necessary data for the problem assigned was a 
task of major proportions, especially in obtaining data of an accept- 
able degree of reliability for analysis of changes in total employment. 
Population data were readily available from the Census Bureau re- 
ports. On the other hand, a colossal problem was encountered in 
assembling data on total employment with any degree of consistency 
and comparability. The data problem arose in connection with em- 
ployment because there was no single source which provided data 
on the region’s workers continuously for the entire period. There 
were four sources of employment which had to be pieced and fitted 
together as well as possible. The first source was the two different 
reports prepared on labor force and employment by the Census 
Bureau, appearing first in the Census of Population counts of occupa- 
tions each decade, available by states and even’ smaller units; the 
second was the Census Bureau monthly estimates of labor force and 
employment, showing primarily national agricultural and non-agri- 
cultural employment. A third source was the Bureau of Labor Statis- 
tics cstimates of employment and earnings appearing by states month- 
ly since 1939. The fourth and last source readily available was the 

1. The region as defined in this report includes Alabama, Arkansas, Florida, 
Georgia, Kentucky, Louisiana, Mississippi, North Carolina, South Carolina, Ten- 
nessee, Texas, Virginia, and West Virginia. 

2. The data in this report as first prepared for the Conference at St. Petersburg, 
Florida, October 28, 1960, reflected estimates for the year, 1960. In the current 
revision, data for the 1960 Census of population and other data reflect more 
recent official estimates. 

3. Yearly rates by decades or longer periods were computed by use of 
following formula: Log Y = Log a+ X Log b. 


4, Current Population Reports, Series P-25, Numbers 139, 196, 208, 210, and 
258. 
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U.S. Department of Agriculture estimates of agricultural employment, 
published regularly in Farm Labor, containing data on farm employ- 
ment by states and by months, with a reasonably good series extend- 
ing back to 1950. 

The real difficulty in constructing a series of employment from 
1930 to 1960 from these four sources is that no one source could be 
relied on for a continuous series on total employment, because there 
are important differences in definition and completeness between 
them. Ultimately it became necessary to abandon the idea of an 
annual series. Instead of a yearly series compounded with difficulties, 
we tried to make as complete as possible the occupational data from 
the Census of Population at ten-year intervals. But even this series 
had real data problems, and we ended up piecing and adjusting 
national totals with data from the 1930 Census of Population, the 
Bureau of Labor Statistics series, and the U.S. Department of Agri- 
culture estimates of farm employment. Details of methodology used 
in developing employment data are given in a rather extensive ap- 
pendix at the end of this paper. Although interesting in itself, we 
must dispense with a full discussion of methodology because of the 
technical nature of such an analysis and because of limitations of 
space. 


I]. Population Growth 


The method employed to calculate rates of change in popula- 
tion (and also expansion in employment) involved median decade 
growth rates in order to avoid statistical difficulties in comparing per- 
centage increases from a base point greatly different in size. Yearly 
percentage increases were computed with a type of compound growth 
curve in order to allocate the change between decade intervals equal- 
ly to each year in the period. The type of compound interest curve 
employed was: Log Y = Log a + X Log b. One obvious advantage of 
this form of equation is that calculations can be made with the use 
of log tables directly by unsophisticated methods. 

The yearly rates of population growth by this method for each 
of the thirteen states, and the two regions used in the comparisons, 
are given in Table 1. The data show that the South, compared to the 
rest of the nation,® performed quite well during the thirty-year period 
ending in 1960. Although the ratio of the South’s yearly rate com- 


5. Thirty-five states plus the District of Columbia, but excluding of course 
Alaska and Hawaii. 
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Table 1. Trends in Decade Yearly Rates of Population 
Change in Southern States and Specified Regions, 1930-60* 


YEARLY PERCENTAGE CHANGE® 


State or Region 1930-40 1940-50 1950-60 1930-60 
Alabama 75 73 £75 78 
Arkansas .50 — .26 — .68 —.13 
Florida 2.60 3.95 5.89 4.19 
Georgia .70 1.01 1.39 1.03 
Kentucky .92 .29 .27 .50 
Louisiana 1.19 1.08 1.91 1.43 
Mississippi .82 — .03 .06 .29 
North Carolina 1.22 1.28 1.19 1.17 
South Carolina .87 1.10 1.2] 1.06 
Tennessee 1.15 1.19 .78 1.04 
Texas 95 1.89 2.21 1.68 
Virginia 1.15 1.83 2.02 1.66 
West Virginia .96 .52 — .83 .22 

Total 13 States 1.03 1.25 1.56 1.28 

Rest of Nation> .58 1.42 1.83 1.27 

Ratio of South to Rest of 

Nation 1.78 .88 .85 1.01 


* Source of basic data: See Appendix Table 1. 
aType: Log Y= Log a+ X Log b. 
> Thirty-five states plus the District of Columbia, but excluding Alaska and 


Hawaii. 


pared to the other states showed a slight tendency to decline during 
1950-60 relative to 1940-50, the region enjoyed a small advantage of 
1 percent in population gain for the entire period. The backwash of 
migration from the depression years caused the yearly rates for 1930- 
40 to exceed the rate for the rest of the country by 78 percent. It 
was due entirely to the larger population growth of this period that 
the South had the greater population gain, for in the next two decades 
the region’s rate was between 85 and 88 percent of the rate for the 
rest of the nation. The result is that the South’s population ratio to 
all other states remained unchanged at 36.9 both in 1930 and 1960, 
although with some higher ratios for the other two decades. (See 
Appendix Table 1.) 

Compared to that of the rest of the country, population growth 
among states of the South contain perhaps the greatest extremes. The 
region includes two of the nation’s most rapidly* growing states 

6. In actual numbers added, Califomia led the states from 1950 to 1960, and 
even before. Percentage increases in the decade puts Florida in the lead, fol- 


lowed by Nevada, Arizona, and Califomia. (This analysis does not include 
Alaska and Hawaii.) 
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(Florida and Texas), and the nation’s two declining states. Popula- 
tion declines have persisted in Arkansas since 1942 and in West 
Virginia since 1951. Mississippi also declined from 1943 until late in 
the 1950’s. 

Aside from this broad generalization, the states of the region 
demonstrate a number of significant trends during the thirty-year 
period. Four states exceeded the yearly rate of increase for the 
region. They are Florida, Texas, Virginia, and Louisiana, in that order. 
Four other states, fractionally below the region’s yearly rate, are 
North Carolina, South Carolina, Tennessee, and Georgia. Alabama 
shows a steady growth picture over the thirty-year period with a year- 
ly gain of 0.78 percent; Kentucky had an irregular rate of growth 
with 0.5 percent. Mississippi and West Virginia had a yearly increase 
of around 0.25 percent, while Arkansas had a yearly decline of 0.13 
percent. 

From i950 to 1960, while the yearly percentage increase was about 
22 percent larger than for the thirty-year rate, the ranking of the states, 
although shuffled around a bit, remained in the same general relation- 
ships to each other. While Florida, Texas, Virginia, and Louisiana 
still led, in that order, Georgia moved up from eighth to fifth place, 
with North Carolina and Tennessee each moving down one or more 
places. West Virginia exchanged rank with Arkansas and became 
the lowest-ranking state in percentage change during the last ten 
years with a yearly decline of 0.83 percent. (See Table 1.) 

In terms of actual population growth, we see the differences be- 
tween states in an even more emphatic light. During the thirty-year 
period, the thirteen Southern states had a total population gain of 
15,369,000; the rest of the nation had a growth of 41,537,000; the 
South’s growth was thus 37 percent as large as the thirty-five other 
states plus the District of Columbia. Of the 15,000,000-plus growth 
which occurred in the South, Texas and Florida, in that order, ac- 
counted for almost 50 percent of the total gain for the region. If 
Virginia and Louisiana are added, the ratio becomes about two-thirds. 

During the more recent 1950-60 decade, the South’s growth was 
6,959,000; the other states’, 21,790,000, with the South’s ratio being 
31.9 percent (compared to 37 percent in the thirty-year period). But 
the concentration of growth in a few states was enlarged. Florida 
and Texas (note the change in order) accounted for 58.6 percent (but 
about 50 percent in the longer period), while Virginia and Louisiana 
added another 18.4 percent, making the total ratio 77.0. (See Table 2.) 
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Now looking at some of the reasons for state differences, we find 
that, with minor exceptions, the most rapidly growing states have the 
highest proportion of total population in Standard Metropolitan Sta- 
tistical Areas.’7 The data are given in Appendix Table 4. The tabula- 
tion shows that West Virginia is the only state with a relatively large 
proportion of its population in SMSA’s (37.7 percent in 1960) which 
had a small population gain from 1930-60 but a decrease since the 
1950 census. Arkansas and Mississippi, the former a continuously 
shrinking state and the latter shrinking until 1955, have a very small 
population ratio in SMSA’s. On the other hand, both Florida and 
Texas, with the highest ratio—about 65 percent eaeh—had by far the 
largest population increases.® 

We conclude from this section on population that the South ap- 
pears to have excelled the rest of the nation in yearly rate of popula- 
tion increase during the thirty-year period by a very slight margin 
of .01 percent, with relatively less growth in the last two decades 
being slightly more than offset by the large depression growth. Florida 
and Texas have set the pace among the states of the region to such 
a great extent that these two states accounted for 48 percent of the 
South’s increase from 1930-60, and 59 percent in the last decade. 
Virginia and Louisiana have percentage increases exceeding the re- 
gion’s composite. North Carolina, South Carolina, Tennessee, and 
Georgia have encouraging rates of growth, with Georgia's improve- 
ment especially noteworthy in the last decade. Alabama and partic- 
ularly Kentucky have a mixed growth picture. The other three states, 
Arkansas, Mississippi, and West Virginia, lost population during one 
or more of the decades included in the study. 

The most interesting aspect of the South’s population change is 
the rapid decline in rural farm population since 1940, and the rather 
striking growth of urbanized areas. Urban population increase is and 

7. The term “Standard Metropolitan Statistical Areas” will be referred to as 
SMSA’s or the singular as SMSA, for the saving of space. 

8. Although a detailed study of Standard Metropolitan Statistical Areas is 
beyond the scope of this paper, an interesting discussion of growth in Standard 
Metropolitan Arcas (based on 1950 data), and some of the analytical reasons 
will be found in Donald J. Bogue, Population Growth in Standard Metropolitan 
Areas 1900-1950, with an Explanatory Analysis of Urbanized Areas (Washing- 
ton, D.C.: Housing and Home Finance Agency, Dec. 1953). He has analyzed 
by linear regression methods five factors which one would presume affect growth 
of SMA’s. These factors are rate of past growth, fertility, size of SMA, age of 
SMA, and industrial development. His results show that only the rate of “past 
growth can be thought of as a factor in metropolitan growth with nationwide 


generality. All the other factors either show no significant relationship or only 
a relationship in a particular regional context.” 
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Table 2. Comparisons of Rates of Population Growth of 
States and Regions and Percentage of South’s Growth Accounted 
for by Each State* 


ACTUAL INCREASE PERCENTAGE OF 
(in Thousands) TOTAL INCREASE IN REGION 

State or Region 1930-60 1950-60 1930-60 1950-60 
Alabama 629 216 4.1 3.1 
Arkansas —70 —116 —0.5 —1.7 
Florida 3 , 5384 2,184 23.0 31.4 
Georgia 1,048 510 6.8 7.3 
Kentucky 419 82 2.7 1.2 
Louisiana 1,154 560 7.5 8.0 
Mississippi 178 14 1,2 0.2 
North Carolina 1,404 511 9.1 7.3 
South Carolina 648 272 4.2 3.9 
Tennessee 952 268 6.2 3.9 
Texas 3,799 1,894 24.7 27.2 
Virginia 1,558 723 10.1 10.4 
West Virginia 116 —159 0.8 —2.3 
Total 13 States 15,369 6,959 100.0 100.0 
Rest of the Nation 41 , 537 21,790 100.0 100.0 


* Source: Appendix Table 1. 


has been the dominant factor in Southern population growth for many 
decades; this is certainly true since 1930. Nothing shows this better 
than the strong positive relationship of the ratio of population in 
SMSA’s to the percentage of population increase of states. (See Table 
4 in the Appendix. ) 


Ill. Migration Loss 


Although significant differences exist between states in the 
natural rate of increase, the scope of this paper does not permit a 
detailed examination of rates of natural increase and their contribu- 
tion to population increase of states. Migration changes are interest- 
ing in themselves in reflecting the underlying strength of economic 
development; for migration® change is a phenomenon of an economy 
of a certain level of development, where freedom of movement of 
people is not inhibited or prevented,!° and where a flow of informa- 

9. We use the term “Migration” for “Net Migration” as a measure of the 
continuous interchange of people between states and regions. If the dominant 
movement is out of the state, a net out-migration has occurred (or net migra- 
tion loss), and vice versa. Yet in the text the term “Migration loss or gain” 
refers to the direction of the net movement. 

10. Obviously, the Soviet Union and satellite Communistic countries are ignor- 


ing the very important impact on economic development of the flow of informa- 
tion and free movement of people. 
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tion™ on jobs and living conditions occurs. The reason for movement 
of people by and large is knowledge of better job opportunities and 
the wisdom and energy to seek the human betterment available. 
Kuznets and Thomas state it somewhat more pointedly: 


... the distribution of a country’s population at any given time may be 
viewed as a rough adjustment to the distribution of opportunities . . . 
The rapidity and magnitude of the differential impacts that accompany 
modern economic growth are such that the vital processes of birth and 
death can play but a minor role in adjusting population to economic 
opportunities in different parts of the country. They do not necessarily 
follow the directions required to maximize these adjustments; and if 
they do, their effect upon the age structure is so delayed that it cannot 
conceivably provide adult workers when and where they are needed. 
In consequence, it is migration that must provide the main mechanism 
of adjustment, and it is migration that must account for most of the 
population redistribution that can be viewed as an effect of economic 


growth.” 


Detailed calculation of net migration losses or gains yearly for 
1930-40 were computed by the Residual Method. Data by states 
for the decades 1940-50 and 1950-60 were taken directly from Bureau 
of the Census, Current Population Reports, Series P-25, Nos. 72 and 
247. The results of the migration calculations added indicate that 
the thirteen Southern states considered in this study had a total migra- 
tion loss of 1,040,000 for the decade 1930 to 1940, representing 23 per- 
cent of the region’s natural increase; from 1940 to 1950, the loss was 
almost double that during the previous decade, or 2,039,000, and the 
ratio rose to 29 percent of natural increase. During the decade from 
1950 to 1960, a great improvement in the South’s population balance 
sheet occurred when migration of persons dropped to 1,413,000, or 
17 percent of natural increase. During the entire period from 1930 


j1. For an interesting discussion of the relation of information flow to migra- 
tion, see Phillip Nelson, “Migration, Real Income and Information,” Journal of 
Regional Science, I, No. 2 (Spring 1959), 42-62; also Herbert S. Parnes, Research 
on Labor Mobility; An Appraisal of Research Findings in the United States 
(Social Science Research Council, 1954), pp. 162 and 188. 

12. Simon S. Kuznets and Dorothy S. Thomas (eds.), Population Redistribu- 
tion and Economic Growth, United States, 1870 to 1950 (Philadelphia: The 
American Philosophical Society, 1957), I, 2. 

13. Described in detail by C. Horace Hamilton, “Population Pressure and 
Other Factors Affecting Rural-Urban Migration,” in Demographic Analysis, eds. 
Joseph J. Spengler and Otis Dudley Duncan (Glencoe, IIl.: The Free Press, 
1956), p. 419. Also Donald J. Bogue, The Population of the United States (Glen- 
coe, Ill.: The Free Press, 1959), p. 397. The technical appendix attached out- 
lines in detail the method of procedure employed by the Residual Method. 
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to 1960, the region lost 4,492,000 of its natural increase, or about 23 
percent. Although the decade 1940-50 showed the highest loss ratio, 
the trend in migration loss appears to be declining sharply. (See 
Table 3.) 

The whole picture of migration changes relative to natural increase 
and the resulting population increase for the region in the aggregate 
is presented graphically in Chart I. The Chart shows five periods of 
heavy migration loss: 1930 to 1937, 1942-45, 1947-48, 1951-55, and 
1958-59. We recognize peculiar situations dominating each of these 
periods. The period 1930-37, for example, was the great depression 
years. The loss averaged yearly about 200,000 but steadily became 
less. The great war of 1942-45 coincided with the second period we 
list. Heavy movement of troops overseas from Southern training 
camps was the dominant factor but attractive jobs in booming factories 
in the industrial Northeast and Middle West also had a great impact. 
The period 1947-48 again shows the influence of the postwar boom. 
The period 1951-55 is affected in the first part again by troop move- 
ments to the Korean Theater of War. The period 1958-59 was a reces- 
sion period, which, coupled with shrinking agricultural employment, 
caused large numbers of unskilled and semi-skilled workers to migrate 
to other regions in search of employment. It should be noted that 
tremendous net out-migration of population occurred during the 
World War II period, when 1,241,000 were involved in 1944. 

The periods of heavy migration loss are shown by the graph to 
have their counterparts by short periods of migration gain, though 
the numbers involved are not as large. We note 1938-41, 1946, 1949- 
50, and 1956-57 as such periods. Population gain from net in-migra- 
tion occurred during 1938-41, when a combination of back-to-the 
farm movement, beginning as early as 1930, was combined about 
1939 with the beginning build-up of army camps and other related 
defense construction in the South. It is surprising, however, that the 
build-up of army training did not have a large impact. This tremen- 
dous flow of men into the area was probably offset in large part by 
the greater counter-movement out of the region to war factories. The 
gain of 1946 is explained by demobilization and the return of some 
veterans to their homes in the South. The years 1949 and 1950 
represent in part the backwash of migrants from the 1948-49 reces- 
sion, with a later rapid build-up in 1950 of troops in Southern training 
centers because of the Korean War episode. The net migration gains 
in 1956-57, though not tremendously large, are highly significant be- 
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Table 3. Relation of Net Migration Loss to Natural Increase 
by Decades From 1930 to 1960* 


PERCENTAGE oF Natura In- 
MiaeratTion Loss in THOUSANDS CREASE Lost BY MIGRATION 


State 1930-40 1940-50 1950-60 1930-40 1940-50 1950-60 
Alabama 205 342 368 51 60 64 
Arkansas 177 415 433 65 111 140 
Florida —327% —578 —1,617 —279 —195 — 287 
Georgia 208 290 214 50 48 30 
Kentucky 132 366 390 36 79 81 
Louisiana -—13 147 50 —5 32 8 
Mississippi 151 433 434 47 101 100 
North Carolina 148 258 328 27 34 40 
South Carolina 136 230 222 46 51 46 
Tennessee 34 143 273 10 28 50 
Texas 103 —73 —114 15 —6 —6 
Virginia — 34 —169 -—15 —13 —36 —2 
West Virginia 120 235 447 41 70 148 

Total 1,040 2,039 1,413 23 29 17 


* Source: Computed from Bureau of Census, Current Population Report, 
Series P-25, Nos. 72, 139, 196, and 247. Vital Statistics required for the period 
1930-40 were obtained from issues of the Statistical Abstract. 

8 Minus shows gain in population from migration. 


cause they may reflect the impact of an accelerating economic develop- 
ment in the South. The years ahead will be increasingly like the eco- 
nomic conditions of recent years in the South. Recent Census Bureau 
annual estimates of population already show strong evidence of this 
trend in most of the Southern States, particularly in Alabama, Georgia, 
North Carolina, South Carolina, and Tennessee.'¢ Obviously, the 
South has not yet progressed to the point where it can employ all of 
its natural population increase plus additional job-seekers from out- 
side. Some states are now providing an excess of jobs for out-migrants; 
others are close to it; some more states will do so in the next decade 
or two, while the remaining states, such as Arkansas and Mississippi, 
may be several decades reaching this desirable rate of economic de- 
velopment. 

The differences in the status of migration between states, reflecting 
rates of economic development, are presented in Table 3. The table 
represents a number of distinct development trends according to the 
nature and size of the net migration trends, which as we discuss them 


14. See Bureau of the Census, Current Population Reports, Series No. P-25, 
Nos, 72 and 247, 
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will tie-in closely with the population trends discussed above. First, 
we detect a group of states which have attracted an inflow of migrants 
each decade during the thirty-year period. Such states as Florida 
and Virginia are clearly in this category, with Texas also (except for 
1930-40). Secondly, there is the group of states with a moderate 
migration loss but with a trend down in the ratio of loss. This group 
is led by Louisiana, followed by South Carolina and Georgia. Third, 
North Carolina alone has a low migration-loss ratio but a distinct 
tendency for it to rise. This is surprising and may be attributed to 
the fact that North Carolina has maintained a fairly large agricultural 
economy throughout the period. Fourth, there is the group of states 
which have a high migration-loss ratio and also a trend up in the 
ratio. The states falling in this category are Alabama, Kentucky, and 
Tennessee. And fifth, and finally, is the group of states with migra- 
tion loss exceeding 100 pcrcent, representing a migration loss in ex- 
cess of the natural increase. These states are the well-known, and 
frequently mentioned, Arkansas, Mississippi, and West Virginia. They 
not only have a high migration loss but a rate so high that it has 
caused an absolute decline in population. This trend for Arkansas 
is from 1930, for Mississippi from 1940, and for West Virginia from 
1950. Not only do these three states have a high loss ratio but they 
have a rising one as well. To change the trend, therefore, will be 
like rolling back the tide. 


IV. Interrelationships of Population and Employment 
Changes 


The types of jobs, the rapidity at which economic activity is 
being generated, the conditions of work, pay scales, and numerous 
other conditions in a state become the balance against natural in- 
crease. If jobs and conditions associated therewith provide employ- 
ment opportunities at a rate at least equal to the natural population 
increase, population growth over time may parallel the increase in 
the number of job opportunities available, depending upon the nature 
of economic progress in the area. The converse is true, of course, if 
economic growth is at a low rate, for some part or all of natural 
increase may be lost provided people recognize their plight, and also 
if there is communication from other parts of the country. From 

15. A perfect correlation is obviously not possible because of the differences 
betwecn states in natural rates of increase, which are quite large between such 


states as Kentucky and Florida at the low extreme and Louisiana and Mississippi 
at the top. 
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Table 4. Trends in Decade Yearly Rates of Change in 
Total Employment in 13 Southern States and Specified Regions, 
1930-60* 


YEARLY PERCENTAGE RaTES OF CHANGE 


State or Region 1930-40 1940-50 1950-60 1930-60 
Alabama 0.47 —0.42 87 bl 
Arkansas .00 —0.03 — .58 —.21 
Florida 3.08 3.88 5.55 4.14 
Georgia .25 71 1.55 83 
Kentucky .36 .06 mY .27 
Louisiana 1.01 1.21 1.23 1.19 
Mississippi 24 .08 —0.75 —.14 
North Carolina 1.25 1.52 1.30 1.34 
South Carolina 1.07 78 1.35 1.07 
Tennessee 1.25 1.31 .80 1.12 
Texas .61 2.76 1.74 1.71 
Virginia 1.50 2.17 1.28 1.65 
West Virginia 1.81 23 —2.08 —.01 

Total 13 States 91 1.35 1.32 1.20 
Rest of the Nation 1.06 2.04 1.16 1.42 
Ratio of South to Rest of the Nation 0.85 .66 1.14 84 


* Source of basie data: See Appendix Table 2. 


another point of view, some states achieve the very desirable condi- 
tion where jobs are out-pacing natural increase, and opportunities!® 
for employment and personal development act as magnets to draw 
employable persons and their families from other states. In the dis- 
cussion which follows, we trace employment gains for the South as 
a prelude to an analysis of interrelationships between population 
growth and employment expansion. 

The development of employment statistics for the thirteen states 
in this study has been referred to above and is explained in the 
Appendix. We conceive of employment in a very broad context, al- 
though keeping the Census Bureau national monthly estimates of em- 
ployment and labor force as controls. Employment in the context as 
here used includes all persons fourteen years old or over working 
fifteen hours or more during the survey week. We include the mili- 
tary forces stationed in each state because they are employed for 
national protection. The Public Emergency workers of 1940 are in- 
cluded that year. They had jobs of a sort which provided a livelihood 
for their families, and emergency employment of the depression type 
is a factor in state migration-differences. 


16. See Bogue, Population of the United States, p. 416, especially for a very 
interesting thesis relative to the impact of opportunities on migration and popula- 
tion growth. 
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In Table 4 are given the yearly percentage rates of total employ- 
ment change in the thirteen states and two regions for decade intervals 
and also for the thirty-year period. It is seen that employment expan- 
sion in the South and the rest of the nation advanced by spurts, but in 
the latter more irregularly so. Yearly rates of expansion in the South 
increased in each decade, but the change from the 1940-50 to the 
1950-60 decade was comparatively small. Employment in the rest of 
the nation almost doubled its yearly percentage rate of growth (1.06 
to 2.04) from the decade 1930-40 to the war decade 1940-50. Be- 
cause the South had a much less rapid rise in yearly percentage 
increase in employment during 1940-50, the region fell 34 percent 
below the rest of the nation in rates of employment expansion. But 
the sustained growth of the South into 1950-60 reversed the ratio 
between the yearly rates of growth in the two regions when the 
South forged ahead 14 percent, the rest of the nation falling back 
almost to the 1930-40 yearly percentage rate of employment expan- 
sion. For the entire thirty-year period, however, the South had a 
16 percent less rapid expansion of employment yearly. 

Among the states for 1930-60 we find almost the same categories 
of growth as for population, with minor exceptions. In the group of 
rapidly growing states are Florida, Texas, Virginia, North Carolina, 
and Louisiana, with the latter down one rank, compared to its popu- 
lation standing, and North Carolina up a place, from the second 
group of states. The next group of states, considerably below the 
rate of employment expansion for the region, includes Tennessee, 
South Carolina, and Georgia; Tennessee displaced South Carolina 
for the sixth rank in employment growth. The third and last group 
‘of states includes both the slowly growing states and also those with 
shrinking economies. Alabama and Kentucky are in the former cate- 
gory, while Arkansas, Mississippi, and West Virginia are in the latter. 
Compared to population growth, Mississippi's émployment rank is 
down one place. 

The comparisons for the 1950-60 decade show the shift recently in 
rates of employment expansion. Although several rearrangements in 
rankings of the states occurred, compared to the standings for 1930- 
60, those of most significance, we might note, are Georgia from eighth 
to third place; Tennessee from sixth to ninth; and West Virginia from 
eleventh rank to thirteenth. These changes mean simply that during 
1950-60, Georgia has substantially accelerated its rate of employment 
expansion when this is compared to the over-all rate of growth during 
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1930-60, while both Tennessee and West Virginia have had a signifi- 
cant decline in the yearly rate of employment increase. 

The cited comparisons for the period 1930-60 indicate a consider- 
able degree of correlation between yearly percentage rates of change in 
population and the corresponding yearly percentage rates of change 
in employment. Chart II demonstrates that the relationship is a strong, 
positive one. In preparing the scattergram shown in Chart II, we 
have assumed for the purposes of the analysis that employment is 
the independent factor (and hence causative), although it might be 
the other way, with population considered as the independent factor 
—and it would not be difficult to find some good reasons for its treat- 
ment in that role. Because the Florida yearly rate of population 
growth consistently exceeded employment expansion during the last 
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two decades, the three pairs of observations for this state, standing 
out sharply from the others, give some indication of a curvilinear 
relationship. Since Florida’s rate of growth appears atypical for the 
region, and there are no theoretical grounds for suspecting a curvi- 
linear relationship, a regression line was fitted to the thirty-six pairs 
of observations for the twelve other states. 

The coefficient of correlation which resulted is +0.866, with sig- 
nificance at the one percent point. The regression coefficient is -+0.65, 
which means that for a 1 percent yearly rate of increase of employ- 
ment in the states of the South on the average for decades during 
1930-60, the corresponding population increase was 0.65 percent. This 
is a highly interesting finding in that it shows partial confirmation 
for the thesis that employment is a determinant of migration, and 
hence of net population increase. Yet from the standpoint of the 
South it is highly favorable!” to the future development of the region. 
A less than proportionate response of population from employment 
increase will produce over a period of years a very desirable reduc- 
tion in population pressure and at the same time a higher per-capita 
income, both at present considerably out of line with the rest of the 
nation. 

Analysis of yearly rates of change for the thirty-year period dis- 
closes that the relationship between employment and population rates 
are both less variable and also higher than for the decade relation- 
ships plotted in Chart II, as shown by the State comparisons in the 
tabulation following. 


YEARLY PeERcENT Ratio OF PorpuLATION 
Cuance, 1930-60 TO EMPLOYMENT YEAR- 
Ly Percent CHANGE 
State or Region Population Employment 

Alabama 0.78 0.31 2.51 
Arkangas —0.13 —0.21 0.62 
Florida 4.19 4.14 1.01 
Georgia 1.03 0.83 1.24 
Kentucky 0.50 0.27 1.85 
Louisiana 1.43 1.19 1.20 
Mississippi .29 —0.14 —2.07 
North Carolina 1.17 1.34 .87 
South Carolina 1.06 1.07 .99 
Tennessee 1.04 1.12 .93 
Texas 1.68 1.71 .98 
Virginia 1.66 1.65 1.01 
West Virginia 0.22 —0.01 — 
Thirteeen States 1.28 1.20 1.07 
Rest of the Nation 1.27 1.42 .89 


17. It is noted that the slowly growing states, such as Arkansas and West 
Virginia, have either a yearly rate of population increase greater than employ- 
ment or a decrease that is less than the decline in employment. The converse 
is true of the most rapidly growing states in general. 
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With the longer time-interval represented in the tabulation it would 
be expected that the normal relationship between rate of population 
increase and employment expansion would appear, especially for a 
geographic unit as large as a region. The rate of population increase 
in the South exceeded the rate of employment increase by 7 percent; 
in the rest of the nation, however, the rate of increase in employment 
exceeded the rate of increase in population by 11 percent. From what 
has been said in connection with the regression analysis, the ratio for 
the rest of the country is more nearly in line with what is expected 
of an area with a rising standard of living. For a region that must 
increase per capita income and reduce population pressure, the South 
will require for some decades in the future a rate of expansion in 
employment that exceeds by a good margin the rate of growth in 
population. The depression build-up of population in the South, fol- 
lowed by high birth rates during 1950-60, made the computed ratio 
for the thirty-year period considerably above normal. 

In the case of states, the above comparisons contain some wide 
extremes in the ratio, from a ratio of 2.51 between population and 
employment rates for Alabama to 0.87 for North Carolina. The large 
minus 2.07 for Mississippi indicates only that employment decreased at 
a rate twice that of population increase. The actual rates show, how- 
ever, that Mississippi's economy made little change in either direction. 
For all states, a ratio of 1.00 may be taken as a division point. States 
below this ratio had a favorable situation, on the average, during the 
thirty-year period; those with a ratio above 1.00 were unfavorable 
with respect to number of jobs to people. Note that the growth lead- 
ers—Texas and North Carolina~are in the former classification, while 
Alabama, Kentucky, Georgia, and Louisiana are in the latter cate- 
gory. Arkansas, Mississippi, and West Virginia, states with shrinking 
employment for a part or most of the thirty-year period, had a minus 
ratio. 


V. The Economic Significance of Population and Employ- 


ment Trends 


In general, the economic impacts of population growth and 
employment expansion appear in size of markets and their develop- 
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ment, the pull of people to jobs by the route of migration, the nature 
and extent of employment, and many other aspects. In this paper 
we shall, however, examine a limited number of the consequences of 
employment changes to the economy of the South during the last 
three decades. More specifically, we shall analyze the effect of em- 
ployment expansion on population pressure, population growth, and 
migration loss as factors in the rise of personal income payments, and 
the relationship of growth of cities to past and future growth of the 
region. 


A. The Effect of Employment Expansion on Population 
Pressure 


Population pressure may be defined as the ratio of people who 
have a pressing economic need to work’® (not necessarily desiring 
work) to those actually employed. If a large number of people in 
need of employment are unable to find it, there is population pressure 
and consequently social unrest. Since it is impossible to determine 
accurately all those who need to work in a society at a particular 
time, we shall assume, for the purposes of this study, that it is some 
function of total population. Those actually at work will be our 
employment data discussed above. Therefore, a crude’? measure of 
the population-pressure factor will be the ratio of population to total 
employment at the census dates. Table 5, according to the method 
described, contains the population pressure factors for all the states 
in the South plus the South as a region compared with the rest of the 
nation, for all three decades in our study. A low ratio of population 
to employment shows a low population pressure; conversely, a high 
ratio shows a high population pressure. 

Comparisons of the regional totals given in Table 5 disclose that 
the South had, during the studied period, from 8 to 21 percent higher 
population pressure than the rest of the country. The rest of the 
country tended to reduce population pressure over the thirty-year 
period; but the South remained about constant. The rest of the coun- 
try reached the lowest point, according to our method of calculations 
at decades, in 1950, before the high birth rates of the postwar era 

18. All those who must work to feed and support dependents in accord with 
the acceptable standard of life. In our society, and perhaps even more so in 
some of the so-called “backward societies,” many more need to work than want 
employment. A measure of all those wanting to work would be the total of 


the employed and the unemployed. 
19. Crude because age distribution is not standardized. 
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Table 5. Trends in Crude Population Pressure Factor by 
States and Regions, by Decades from 1930 to 1960* 


Ratio oF PorpuLaTION TO ToTaL EMPLOYMENT 


State or Region 1930 1940 1950 1960 
Alabama 2.87 2.95 3.30 3.24 
Arkansas 2.97 3.13 3.06 3.04 
Florida 2.98 2.89 2.91 3.00 
Georgia 2.67 2.80 2.88 2.84 
Kentucky 2.95 3.10 3.19 3.16 
Louisiana 2.88 2.91 2.94 3.13 
Mississippi 2.86 3.03 3.00 3.25 
North Carolina 2.75 2.74 2.68 2.65 
South Carolina 2.80 2.74 2.83 2.79 
Tennessee 2.91 2.88 2.85 2.85 
Texas 2.86 2.96 2.71 2.84 
Virginia 2.76 2.66 2.58 2.77 
West Virginia 2.99 2.75 2.83 3.20 

Total 13 States 2.85 2.88 2.86 2.92 
Rest of the Nation 2.64 2.52 2.36 2.53 


* Source: Appendix Tables 1 and 2. 


had affected greatly the age distribution (and of course the labor 
force). The movement of the pressure factor against the South in 
1940, when it was more favorable to the rest of the country, was 
due to the back-up of population on Southern farms during the de- 
pression ’30’s, exceeding the number of new jobs created. The rise 
of the pressure factor in both regions in 1960 is associated with the 
comparatively rapid rise in birth rates after the War. 

The states included in the South had some widely different trends 
in population pressure during the thirty-year period. It is highly 
significant that of the most rapidly growing states, only Texas and 
Virginia had a fairly definite downward trend, except in 1960. Both 
Florida and Louisiana are above the regional average, with Louisiana 
having an upward trend. North Carolina has one of the lowest popu- 
lation-pressure factors and also a downward trend during the entire 
period. Other states with a favorable population pressure factor are 
Georgia and South Carolina. 

Alabama, Kentucky, and Mississippi have the highest pressure 
factors with rising trends. Arkansas, a declining state, is generally 
below the former group and has been adjusting down its pressure 
factor since 1940. Arkansas, therefore, has made encouraging prog- 
ress through the route of economic contraction in reducing its popula- 
tion pressure. On the other hand, West Virginia, a declining state in 
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Chart III. Comparison of Trends in Crude Population Pressure 
Factor Between States and Regions, 1930-60 


recent years, has suffered since 1940 a rise which became especially 
sharp from 1950 to 1960. The conclusion is that West Virginia is not 
maintaining jobs in relation to the population which insists upon re- 
maining in the state, many of whom, it is understood, are displaced 
miners. 

Chart III presents trends in population pressure for the two re- 
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gions, and for three states which represent extremes in the popula- 
tion-pressure factor. The graph shows the South, despite recent 
phenomenal gains in employment, well above the rest of the nation 
in population pressure. This is so because the ratio at a moment 
reflects all employment trends in the past. A recent large gain in 
employment may be largely obscured by an unfavorable employment 
picture in the past. This is shown in particular by Alabama, which, 
despite some good gains in employment from 1950 to 1960, remains 
with the group of states having the highest population pressure. Ala- 
bama’s ratio in 1960 is 28 percent above the rest of the nation and 
11 percent above the ratio for the South. Note how rapidly Arkansas 
has improved the ratio since 1940. Virginia had for the given period 
the lowest population ratio of the Southern states; its population-pres- 
sure factor dropped rapidly from 1930 to 1950. From 1950 to 1960, 
in line with trends in the rest of the nation, it was rising. The heavy 
concentration of government workers and military personnel near 
Washington, D.C., many of whom are single, provides Virginia with 
one of the highly favorable population-to-employment ratios of the 
nation. 

The conclusion from the analysis is that employment expansion 
in the rest of the country reduced population pressure from 1930 to 
1960, though higher birth rates since the war have caused a minor 
reversal of the trend; the South held its own despite the rapid agri- 
cultural adjustment. The import of the finding for this country is that 
we have gained proportionately more employment than people, ap- 
parently with such sufficiently favorable employment opportunities 
that the general result has been, along with jobs providing a liveli- 
hood, continuous and progressive human development. 

In this connection we should examine the relationship of a people’s 
attitude, perhaps more correctly called its culture, to economic de- 
velopment. Under what conditions will population growth lead to a 
rise in the pressure factor, or, contrastingly, to progressive economic 
development, resulting in a decline in population pressure? It will 
depend basically on education and the standard of living. If the 
standard of living is high (including the educational level), the indi- 
cation is that expansion in employment will exceed the rate of growth 
of population, while with a low standard of living, the converse seems 
to be true. This is the point Everett Hagen, of the Massachusetts 
Institute of Technology, makes with telling effect, I believe. Professor 
Benjamin Higgins, University of Texas, in his book, Economic De- 
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velopment, quotes Hagen’s formulation of the Standard-of-Living 
thesis of economic development, as follows: 


The Malthusian thesis suggests that as income rises, the rate of 
population growth will rise until it reaches the maximum biological 
growth rate of, say, 3 percent per year. Only by exceeding this 
maximum rate of population growth can growth in aggregate output 
beat population and continue to raise per capita income until it reaches 
a level high enough to induce new modes of behavior. Indeed, the 
forecast that population growth if not checked by deliberate action will 
prevent improvement in human welfare is the heart of the Malthusian 
message. But while the population of the West has grown, in not a 
single country has the expected rate of population growth occurred. 
There is no single case of continuing growth in aggregate output of 
even 1.5 percent per year, in which population growth has matched it 
and prevented continuing rise in per capita income. This fact, and not 
that of growth in world population, may be the fact of recent world 
history most important for population theory. 


The tremendously important conclusion follows that technological 
progress, at any rate above a certain minimum rate, will cause a 
standard-of-living effect, i.e., will check population growth. First by 
raising per capita income, technological progress causes a fall in the 
death rate, and an accelerated rate of population growth. Then be- 
cause the continuing technological progress holds per capita income 
above subsistence, the birth rate falls and with it the rate of popula- 
tion growth. Per capita income therefore rises further; the death rate 
falls further; and so on, until death and birth rates have reached their 
minimum levels.?° 


Fully interpreted, this thesis means that in the South and else- 
where in the world, economic development and reduced population 
pressure are acquired by first changing the attitudes and concepts of 
life of people through education and cultural advance. It will be- 
recognized that this is a slow process but a demonstrably sure one. 
In the thirty-year period of our study, the South raised its educational 
level about two years of schooling. But along with improvement of 
the educational level, great things have happened to Southern think- 
ing, which has been the most important factor altogether, despite the 
inflated claims of the earnest Chambers of Commerce, in getting the 
comparatively rapid economic progress we have discussed. 


20. Higgins, Economic Development (New York: W. W. Norton, 1959), pp. 
318-19. 
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B. Population Growth and Migration Loss as Factors in 
Personal Income Payments 


Population growth is greatly desired by marked programmers 
because they take a given population increase as an equivalent change 
in the size of the market. Population growth as a factor in expecta- 
tions of the future has been extolled by some prominent economists,”* 
certainly by numerous marketing experts. Obviously, the optimism 
over population growth, particularly in this country, is based on the 
assumption that other factors contributing to market size, such as 
rise in productivity and price inflation, will accompany population 
growth,” or that lack of population increase will be accompanied by 
deflation and unfavorable business conditions. But a detailed examina- 
tion of the actual contribution of population growth will demonstrate 
that it is not nearly so important directly as the optimism generated, 
although the indirect psychological effects are not to be minimized. 

Chart IV has been constructed”? in such a way as to show the 
net influence of the three major factors contributing to personal in- 
come payments from 1930 to 1960. These factors are population 
growth,” increase in productivity,”> and rise in prices. The data show, 
if we take only the terminal points, 1930 and 1960, that personal 
income payments in the South rose from 10.9 billion dollars in 1930 
to 80.7 billion dollars in 1960. Of this increase of 69.8 billion dollars, 
population growth accounted for 7.3 percent; increase in real per 
capita income, 42.3 percent; and the rise in prices, 50.4 percent. It 
will come as no surprise that price inflation was the largest contrib- 


21. Sec for instance Joseph S. Davis, “Population and the American Economy, 
1945-80,” Journal of Political Economy, Vol. LXI, No. 3 (Oct. 1953), 384~85. 

22, This arises from the habit of multiplying population by per capita income 
in current prices, which includes in composite the influence of all the other factors. 

23. The estimated effect of the various growth factors on personal: income 
payments, shown in Chart IV, was computed by succcssive cumulation of the 
factors: from the simplest calculation with only population varying to the most 
complex combination involving all four factors, that is, population growth, in- 
crease in rcal pcr capita income, rise in prices, and migration loss. The first 
line in the chart, for example, is the benchmark calculation with all growth 
factors held constant at the 1930 level. The second line from the bottem adds 
onto the benchmark the effect of the growth in population which actually 
occurred from 1930 to 1960. The top line, however, exceeds in height the 
actual personal income realized during the period because it includes, in addition 
to the effects of population growth; increase in real per capita income; and rise 
in prices; also the probable effect if all migrants had remained in the South, 
and the total rate of local growth had equaled the region’s national rate of 
population increase. 

24. Based on the Census Bureau annual estimates of population. 

25. Inferred from rise in real per capita income. 
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utor, though gains in real per capita output was a close second 
among the factors. Yet it is surprising that population growth con- 
tributed only 7.3 percent in the thirty-year period, hardly more than 
one-sixth of the gain from the rise in productivity (real per capita 
income). Since the region kept 77 percent of its natural increase, 
the question is posed as to the impact of migration loss on personal 
income. 

What then is the effect of the 23 percent migration loss during 
the period? If all these migrants had been retained and the South 
had grown at its natural rate of increase, personal income payments 
in 1960 would have been 90.1 billion dollars—9.4 billion, or 11.5 per- 
cent, higher than the personal income payments actually received. 
This means, of course, that the assumed higher population growth 
would have been accompanied by the same increases in produc- 
tivity?* and prices. The net effect of population is proportionate, or 
about 7.3 percent, because the accompanying factors would have 
caused an over-all 11.7 percent gain in total personal income pay- 
ments, considering both the direct and indirect effects of the popula- 
tion growth from retained migration. 

From these calculations we could depreciate the influence of popu- 
lation growth on a region’s economic development. It would be a 
serious mistake to do so, however. The factor of expectations of the 
future, mentioned above, is vitally important in determining invest- 
ments in housing, production capacity, and public buildings and roads. 
Wolff’? has shown a high correlation between increments of popula- 
tion growth and relative increments of dwelling units constructed. 
He also found that “there is a definite correlation between the areas 
with in-migration and those that have strong housing markets.” The 
impact of population growth on an economy through construction may 
be one of the key factors in economic development, not only through 
the multiplier effect generated from construction but also from the 
stimulative effects of land and real estate speculation. Supporting this 
view is a study by Professor Robert M. Williams, University of Cali- 

26. Hoover and Ratchford make the point that the educational level of 
migrants lost from the South is significantly lower than that of in-migrants. See 
C. B. Hoover and B. U. Ratchford, Economic Resources and Policies of the 
South (New York: Macmillan Co., 1951), p. 38-39. This conclusion would argue 
against the assumption of equal productivity of migrants, and hence the gain in 


personal income from their retention would be somewhat less than the calcula- 
tions show. 

27. Reinhold P. Wolff, “The Role of National, Regional, and Local Factors 
in Postwar Housing Markets,” Papers and Proceedings of the Regional Science 
Association, TT (1957), 314-17. 
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fornia at Los Angeles, which shows the effect of migration on the 


economy of an area in California. He states that “... the experience 
of Southern California supports the view that large migration con- 
tributed substantially to business expansion. ... Clearly the large 


influx of people created a boom in real estate activity and in residen- 
tial construction. .. .”78 

Migration brings an influx of mature individuals with skills and/or 
professional talents, and often with a limited amount of capital also. 
The effect on the volume of demand for the necessities of life and 
housing is immediate. Growth in population will definitely not have 
the same effect if it occurs through unskilled workers and families. 
This type of migration would probably be disadvantageous to eco- 
nomic development, because it would likely lead to a doubling-up in 
living areas, to sharing an already inadequate level of living, and to 
expansion of the welfare rolls. 

In the observations made by Hoover and Ratchford,”® we have 
seen that the South, in the interchange of migration, gains in quality 
of migrants over other regions. Where migrants constitute mainly 
the better-educated, professional classes, they not only generate eco- 
nomic growth directly through housing and other demands but also 
through leadership qualities. The other type of migrants, however, 
may have little effect, unless the economy is expanding from other 
causes. If the economy is not sufficiently strong to absorb them in the 
semi-skilled and other lower-quality jobs, this type of migration may 
result in building up population pressure. 

The substance of the argument in summary is that the type of 
population growth, whether it occurs through migration or otherwise, 
determines whether the development impacts on the economy are bene- 
ficial or harmful. One type of population growth may lead to a rise in 
population pressure; another type will likely generate a more than pro- 
portionate growth in employment. In this latter context we are re- 
ferring to the segments of population growth, such as skilled, pro- 
fessional, and similar types, who have a realizable demand* for houses, 
furnishings, and related durable goods, all necessary for the progres- 
sive generation of employment. Through the impact of expectations, 
a little population growth of this type becomes magnified as it moves 

28. “Fluctuations in Urban Growth: Some Comparative Data and Analysis,” 


Papers and Proceedings of the Regional Science Association, I (1955), E 13-14. 
29. Loc. cit. 


30. Through possession of a limited purchasing power directly, and reinforced 
by credit by virtue of professional ability and connections. 
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through the marketing stages to the consumer, particularly if the 
standard of living is high. 


C. The Rise of Cities as a Development Force in the South 


The startling rise of cities in the South in the last couple of 
decades is an interesting phenomenon in itself, but it is of far greater 
significance to current and future economic development of the region. 
Using methods analogous to those employed by the Census Bureau in 
its classification of Standard Metropolitan Statistical Areas for the 
1960 Census, we find that the thirteen Southern states had, in 1930, 
thirty-four SMSA’s with 100,000 population or more; forty-two in 1940; 
fifty-three in 1950; and sixty-two in 1960. During the decade from 
1930 to 1940, all SMSA’s in the South*! accounted for 52.2 percent of 
the region’s growth; from 1940 to 1950, 83.5 percent; and 89.5 percent 
of the South’s growth from 1950 to 1960. Thus it is seen that not only 
are urbanized areas growing in number and size, but they have deter- 
mined to a large extent the growth of the region, especially since 1940. 

According to Rody, the tendency of the South to concentrate its 
growth around the larger urban centers is reminiscent of a similar trend 
in the United States from 1900 to 1930. Hitt supports this point of 
view in claiming that urbanization has been the dominant process for 
many decades. I quote directly from him: 


Urbanization has been the dominant demographic process in the 
South for many decades. The shift of population toward urban resi- 
dence in this most rural of the nation’s regions has been in evidence 
since the beginning of the 19th century. Following generally the 
process in the nation, the rate of urbanization in the South has never- 
theless lagged behind. However, the rapid acceleration of urban 
growth in the region during the first half of this century, notably since 
the first World War, has substantially narrowed the gap between the 
extent of urbanization in the region and that in the rest of the United 
States. Indeed, the momentum of urbanization in the South in recent 
years has attracted widespread interest and attention among scholars 
and laymen alike.** 


While the rate of population growth in the South lagged that of the 
rest of the country during the last two decades, urban growth rates 


31. Classified on the same basis as the 1960 Census. 

32. Martin J. Rody, “Urban Growth and Development in Southeast 1930-50,” 
Journal of the American Institute of Planners, XX-XXI (1954-55), 188. 

33. Homer L. Hitt, “Population Movements in the Southern United States,” 
Scientific Monthly, LXXXIJ-LXXXUI (May, 1956), 241. 
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Table 6. Trend in Average Size of Standard Metropolitan 
Areas in Thirteen Southern States and in the Rest of the Country, 
1930-60* 


Thirteen Rest of Percent 

Southern Percent the South is of 
Year States Increase Nation Other States 
1930 165 ,400 479 ,600 34.5 
1940 200 , 500 21.2 502,200 39.9 
1950 277 ,100 38.2 598 ,700 46.3 
1960 3038 , 150* 10.5 650, 500° 47.0 


* Source: Census of Population for 1930, 1940, 1950, and 1960; and Bogue, 
Population Growth, pp. 61-72 (for U.S. data, 1930). 

2 Based on SMSA concept of 1960; other Census dates agree with SMA con- 
cept of 1950. 


far exceeded those of SMSA’s in the rest of the nation, as demonstrated 
by data presented in Table 6. 

The data show that the SMA’s in the South are outstripping the 
growth of SMA’s in the rest of the nation both relatively and in per- 
centage. In 1940 the 50 SMA’s in the South were only 40 percent as 
large as 118 SMA’s in the other states; and in 1960 the SMSA’s were 47 
percent as large. 

In relation to the percentage increase, note that the growth of 
cities from 1940-50 was almost twice as great as from 1930-40. The 
ratio of the increase during 1950-60, however, was relatively slower, 
or 10.5 percent. This slower rate of increase was due, to a considera- 
ble extent, to the larger base from which the percentages were com- 
puted. 

What is the economic relationship of growth of cities to the eco- 
nomic development of the South or of any other region? In economic 
development, the city possesses a number of advantages (and dis- 
advantages ).34 The eminent British economist P. Sargant Florence 
lists the advantages as short transportation and communication to 
primary sources of supply and to related factories, and maximum ad- 
vantage in combining the factors of production. On this latter point 
he is very explicit in stating that: 

34. P. Sargant Florence, “Economic Efficiency in the Metropolis,” The Metrop- 
olis in Modern Life, ed. Robcrt Moore Fisher (New York: Doubleday and Com- 
pany, 1955), p. 90. The disadvantages given by Florence arc traffic congestion, 
often long transport and communication, risk of mass unemployment from lack 


of diversification, scarcity of land, congestion at the center, long journey to work, 
high cost of living, high taxes, and lack of the rural amenities. 
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Economic organization and enterprise is largely a matter of bring- 
ing together the four productive factors of land, labor, management, 
and capital, in the most efficient proportions. Three of these classical 
four factors become easier to secure as concentration intensifies. The 
greater the population within the daily commuting radius, the greater 
is the available pool of skilled or unskilled labor and of managers from 
which to draw. For modern economic undertakings, capital is also 
required in large supply. To judge from evidence offered later, only 
the largest cities seem to provide a sufficiently pooled supply of capital 
available for financing industry.®® 


Apparently there are also conditions favoring especially the origin 
and development of small firms. Florence’s data** demonstrate this. 
His studies of Standard Metropolitan Areas in the United States for 
the 1940 Census make the very significant point that the larger the 
city, the smaller the manufacturing plant. In the most populous cities, 
the percentage of all establishments that employ less than twenty 
workers was 66.4; in the less populous areas, the ratio was 55.4 percent. 
The reason for the higher proportion of small firms in larger cities he 
attributes to the external economies available to a cluster of small 
firms which large firms enjoy internally. This is obtained by linked 
specialized processes, services, or products on a fairly large scale, de- 
pendent upon close communication and the ability to obtain services, 
materials, and labor as required. 

Significant to the accelerated growth of the region in the future is 
the recent emergence of a few moderately large-sized cities, that is, 
moderate by national standards as to size, which now provide factors, 
formerly seriously limiting to rapid progress, of leadership and finance. 
This is reflected by the rise of city complexes of 500,000 population or 
more. In 1930, the South had only one SMA over 500,000 population; 
in 1940, there were three; in 1950, six; and in 1960 there were thirteen 
SMSA’s, of which four were cities of about 1,000,000, which it is be- 
lieved magnify the South’s prospects for future growth. It is the thesis 
of this paper that large cities*’ provide a powerful growth force through 
expert business leadership, professional and managerial talent, and 
financial requirements and conditions especially favorable to future 
economic progress through intercommunication of design and inven- 
tions. Bogue*®® has pointed out how migration distributes and redis- 

35. Ibid., p. 94. 

36. Ibid., p. 104. 


37, For example, cities like Atlanta, New Orleans, Dallas, and Houston. 
38. The Population of the United States, p. 417. 
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tributes specialists, experts, and managers to demand conditions which 
most profitably use their talents. Hallenbeck®® finds a direct correla- 
lation between the ratio of a state’s population urban and the propor- 
tion of its citizens listed in Who’s Who. Florence emphasizes greatly 
the importance of the intercommunication of designs, inventions, and 
ideas to rapid economic progress. For three large metropolitan areas 
in the western world he shows that the proportion of such specialized 
personnel is in multiples of the areas’ labor force. The three areas he 
has reference to are London, Paris, and New York, and I cite his data 
directly: 


In 1931 Greater London contained 19.5 per cent of the employed 
population of Great Britain. But it held 52.7 per cent of all workers 
engaged in making scientific instruments and apparatus other than 
photographic and electrical... . 

In 1946, the Department of the Seine (the metropolitan area with 
its center at Paris) contained 12.2 per cent of the employed population 
of France but held: 36 per cent of the engineers, 37 per cent of the 
industrial designers, 34 per cent of the technological workers, 37 per 
cent of the lab workers, and 32 per cent of the chemists. 

The New York metropolitan area contained 11.2 per cent of the 
total employees in American manufacturing industries in 1947, but also 
held: 56.5 per cent of all workers employed in surgical manufactures 
and medical instruments, 32 per cent of all workers employed in mak- 
ing electrical measuring instruments, and 17.5 per cent of all workers 
employed in making mechanical measuring instruments.*° 


The manner in which a city of a million population dominates an 
area as large as a state is shown by some figures on the relative impor- 
tance of Atlanta*! in the economy of Georgia. No later than 1957 we 
find that with 24.7 percent of Georgia’s population, Atlanta had a 
proportionately higher percentage of the state’s economic activity in 
the following items: retail sales, 34.4 percent; wholesale trade, 65.7 
percent; construction employment, 38.8 percent; employment in finance 
and related activities, 62.2 percent; and so on, with numerous other 
measures of the State’s economic activity, including the professions, 
that were concentrated in Atlanta. 

The South has long lagged in economic development for lack of 

39. Wilbur C. Hallenbeck, American Urban Communities (New York: Harper 
and Brothers, 1951), p. 187. 

40. Op. cit., p. 106. 

41. John L, Fulmer, “The Challenge of Economic Development in Georgia: 


Part Il, Atlanta’s Leadership,” The Atlanta Economic Review, Vol. IX, No. 10, 
Oct. 1959, p. 8. 
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enough aggressive leaders, properly trained personnel, and adequate 
financing. Only since World War II has the nation realized the 
limiting nature of research in development. The South is only now 
awakening to the significance of this important concept, with the rise 
of a number of research centers in the region mostly university-spon- 
sored. Yet a new day is dawning in another way: the dozen moderate- 
ly sized urban centers, with some few larger cities at key points, now 
give the region the balance and the financial strength to meet the defi- 
ciencies of the recent past, and to make new demands on the growing 
research centers. The conclusion is that the region has now progressed 
to the point where it can find many of the answers to its problems 
from institutions and business leaders within the region. 


VI. Summary and Conclusions 


During the period 1930-60, population growth in the South 
averaged slightly higher than in the rest of the country, although this 
surprising finding is primarily due to the considerably larger rate of 
population growth from 1930 to 1940, when there was a strong back- 
wash of returning migrants to farms from the factories of the North- 
east and Midwest. In the last two decades of the thirty-year period, 
however, the South’s rate of growth lagged that of the other states by 
about 13 percent. 

Migration, the escape outlet for lack of jobs, shows an irregular 
tendency to decline over the period; the decade 1940-50 interrupted 
the trend. While the percentage of migration loss for the thirty-year 
period was probably around 23 percent, it was down further to 17 
percent in the 1950-60 decade, with further improvements in the loss 
ratio for 1960-70. 

The yearly rate of expansion in total employment, while rising in 
surges more irregularly than population, had a very consistent gain 
relative to the rest of the country decade by decade throughout the 
period of the study. While population began the thirty-year period 
with a yearly rate of growth 78 percent greater than the rest of the 
country, the region’s employment gains closed the final decade of the 
period 14 percent above that for the other states. For the entire 
period, however, the yearly expansion in employment was 16 percent 
less. The employment ratio for the last ten years of the period, 1950- 
60, is substantially better than the population ratio, or 114 percent 
compared to 85 percent for the rest of the nation. This gain in jobs 
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relative to population growth represents an economic upsurge of the 
South compared to the rest of the country. 

As the population and employment trends for the region as a whole 
were dominated by one decade in each case, likewise there occurred 
domination of growth rates among a few states. Five states in the 
fastest-growing category largely determined the population and em- 
ployment course of the region. These states are Florida, Texas, Vir- 
ginia, North Carolina, and Louisiana, which together accounted for 
approximately 75 percent of the region’s growth in population and 80 
percent of the employment gain during 1930-60. The concentration 
of growth is even greater because Florida and Texas are responsible 
for about 50 percent. At the other extreme are three states, Arkansas, 
Mississippi, and West Virginia, which have experienced an absolute 
decline in employment, mainly in the last decade. These three states 
are followed closely by Kentucky and Alabama, which have, however, 
low rates of growth. 

The third group of states had a moderate growth rate somewhat 
below the region’s composite; included in this group are South Caro- 
lina, Tennessee, and Georgia. During the 1950-60 decade, however, 
Georgia moved from eighth to fifth rank in population growth and 
from eighth to fourth rank in employment expansion. This was the 
most striking improvement in rank of any of the states. 

Correlation analysis of the relationship between yearly rates of 
growth in population and expansion in total employment produced a 
highly significant positive r of 0.87. The regression coefficient of 0.65 
indicates that a 1 percent change in the yearly rate of expansion in 
employment is associated with 0.65 percent yearly percentage increase 
in population. Not only does this regression relationship show that 
population response to employment is soméwhat insensitive, but it also 
predicts a progressive decline in the ratio of population to employment. 
This is very favorable to the outlook for Southern economic evolution 
because a more than proportionate rise in employment relative to 
population will produce a corresponding rise in the South’s per capita 
income and standard of living. 

The economic impacts of population and employment trends are 
shown in the effects on population pressure, personal income payments, 
and the growing importance of cities as generating forces in the 
South’s development. The South has from 8 to 21 percent more people 
per job than does the rest of the country. Despite an encouraging 
surge forward in the yearly rates of employment expansion during the 
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1950-60 decade, the South’s population-pressure factor rose two points 
in 1960 above 1930 because of the upsurge in births after World War 
II. Some states, however, have a comparatively low and declining 
population-pressure factor. They are North Carolina, Texas, and 
Tennessee. At the other extreme are Alabama, Kentucky, Louisiana, 
Mississippi, and West Virginia, which have not only the highest popu- 
lation ratio per job but also a rising population-pressure factor. 

Despite the high value commonly attributed to population growth 
as a market factor, we found, ignoring all indirect effects, that popula- 
tion growth accounted for only 7.3 percent of the increase in personal 
income payments from 1930 to 1960. This rate compares to 42.3 per- 
cent due to the gain in productivity and 50.4 percent due to the rise 
in prices. If all migrants had been kept in the South, the direct and 
indirect effects on total personal income payments would have been 
11.5 percent. However, it would be a mistake from these statistical 
ratios to play down population increase as a big factor in market de- 
velopment. Without population growth, business expectations become 
deflated and investment outlays slow to a walk, giving a stagnant econ- 
omy. The conclusion is that psychological impacts of population 
growth, which assumes with it continuation of productivity gains and 
price increases of the past, are immeasurably more important than the 
direct effect of population growth, provided the consumers have not 
only a high, but a rising, standard of living. 

Analysis of the impact of city growth on the South’s economy shows 
that the region’s SMSA’s not only have dominated its population in- 
crease but also have been the center of forces pushing the area’s de- 
velopment during the entire period of the study. In the decade 1930- 
40, these centers accounted for 52 percent of the region’s population 
growth; from 1940-50, 84 percent; and from 1950-60, 90 percent. We 
infer from a relatively high employment ratio that the impacts on em- 
ployment were proportionately greater. Because of economic ad- 
vantages in organizing the factors of production, external economies 
from intrafirm relationships, the great concentration of business leader- 
ship, professional and special business services, and financial strength, 
the larger cities, not only in the South but throughout the world, are 
the magnets for business enterprise, and hence also for employment 
and population. They concentrate the critical forces in a unique way 
to determine rapid, progressive economic development up to an 
equilibrium point; and after this point of the maximum, a stable or 
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downward trend of development begins. Might we possibly find here 
one of the causes of the ultimate decline of nations? 

The South has made relatively more rapid progress in expanding 
employment during 1950-60 despite a still considerable agricultural 
adjustment. This augurs well for the future employment expansion of 
the South because it not only represents an accelerating development 
but is based on sound underlying forces. The first of these is the 
approaching end of agricultural adjustment, which will no longer 
absorb so much of the strength of expansion just to cover a retrench- 
ment in one sector of the economy. Second, rising educational level 
and growth of mechanization are removing rapidly the provincialism 
of the past. Business leaders, politicians, and the man on the street are 
interested in economic development. It is one of the great issues in the 
South at present. The people are awake to its potentialities and are 
going to push hard at this new frontier. Third and most important of 
all, the South now has thirteen good-sized cities, from 500,000 to 
1,000,000 population, scattered at strategic points. They are supported 
by about forty-nine more cities of 100,000 to 500,000 population, and 
these cities are interspersed relative to the dominant centers at eco- 
nomic locations throughout the region. These sixty-two city complexes 
have an efficiency in economic processes which are capable of generat- 
ing economic growth at an accelerating rate during the decades of 
the future. Moreover, the larger centers are sufficiently strong to 
furnish now the finance, the business leadership, and the technical 
know-how to provide rapid employment expansion. 

All of these factors promise to accelerate rates of employment 
expansion greater than the rate of population growth, thus gradually 
lowering the population-pressure factor to a level equal to the national 
ratio. The result will be progressive economic evolution in the South, 
with higher per capita incomes and rising living standards. 


Technical Appendix 
1. Concepts 


A. Census of Population 
Census concept of gainfully employed in 1930. In 1930 the 
compilations for gainfully employed were defined so as to include all 


l. Fifteenth Census of the United States: 1930 Population, Vol. Ill, Parts 
I & 2 (Washington, D.C.: Bureau of the Census, U.S. Department of Commerce). 
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workers ten years old and over. The term “gainful workers” was a 
very broad one. It included all persons who usually followed a gainful 
occupation, even though they were not actually employed at the time 
the census was taken. New workers were excluded from the Census 
of 1930, but persons in institutions who reported a gainful occupation 
were included. 

Unemployment data? were obtained from the Census of Unem- 
ployment for 1930. They were taken to coincide with Class A, “per- 
sons out of a job, able to work, and looking for a job.” 

Census concept of the labor force: 1940 and 1950. The labor force 
included all persons fourteen years old and over who were employed, 
unemployed, or in the armed forces during the census week. Employed 
included all those persons who worked, including paid workers and 
unpaid family workers, for fifteen hours or more during the census 
enumeration week. In 1940 the census enumeration week was the 
fixed period March 24 to 30, whereas in 1950 it was the shifting week 
which occurred just prior to the census enumerator’s visit. 

Unemployed persons were those persons fourteen years old and over 
who during the census week were either looking for work or would 
have been looking for work except that “(a) they were temporarily 
ill, (b) they expected to return to a job from which they had been 
laid off for an indefinite period, or (c) they believed no work was 
available in their community or in their line of work.”8 

Incomparabilities. The main incomparabilities exist between the 
1930 concept of “gainful workers,” and the 1940 and 1950 concepts of 
“labor force.” In the case of “gainful workers” which despite correc- 
tions for the age classes ten to thirteen and the major category of unem- 
ployed, conceptual differences with “labor force” in 1940 and 1950 
still exist. In general, the “gainful worker” concept is a loose one 
which depends upon the interviewee’s general idea of whether he is 
gainfully employed, whereas the concept of 1940 and 1950 pins the 
interviewee down to a specific period and determines if fifteen or more 
hours of work was done in that period, or if the unemployment defini- 
tion applied. 

Other important differences derive from the fact that the 1930 
Census included persons in institutions but excluded new workers. 
The 1940 and 1950 censuses excluded persons in institutions but in- 
cluded new workers who had just entered the labor force. 


2. Census of Unemployment, 1930, Part 1 (Washington, D.C.: Bureau of 
the Census, U.S. Department of Commerce). 

3.1950 Census of Population: Vol. II., Characteristics of the Population, Part 
I, United States Summary (Washington, D.C.: Bureau of the Census, U.S. Depart- 
ment of Commerce). 
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B. Monthly Estimates of Employment 


Bureau of Labor Statistics concept of a monthly non-agricul- 
tural employment. I quote directly from the publication, Employment 
and Earnings: 


Employment data for all except Federal Government refer to per- 
sons on establishment payrolls who received pay for any part of the 
pay period ending nearest the 15th of the month. For Federal Gov- 
ernment establishments, current data generally refer to persons who 
receive pay for the last day of the month. The data exclude proprietors, 
the self-employed, unpaid family workers, farm workers and domestic 
workers in households. Salaried officers of corporations are included. 
Government employment covers only civilian employees; Federal 
military personnel are shown separately, but their number is excluded 
from total nonagricultural employment. 

Persons on an establishment payroll who are on paid sick leave 
(when pay in received directly from the firm), paid holiday, or paid 
vacation, or who work during a part of the pay period and are un- 
employed or on strike during the rest of the period, are counted as 
employed. Persons are not counted as employed who are laid off, on 
leave without pay, or on strike for the entire period, or who are hired 
but do not report to work during the period.* 

The BLS data are estimates, obtained through a joint reporting 
plan between the federal and state employment insurance agencies. 
The estimates depend upon reports submitted by 155,000 of the na- 
tion’s 4,000,000 businesses. They are collected from these firms in a 
shuttle questionnaire form, with space available for data for the pre- 
ceding twelve months. The reports cover about 16,000,000 workers. 
Estimates from state agencies are adjusted yearly to a benchmark 
estimate developed independently. For the 1947-54 period a special 
study of the relationship between estimates developed from state 
agency reports and the benchmark figures showed an average discrep- 
ancy” of only 0.5 percent. In only one year (1951) did the discrep- 
ancy go as high as 3.1 percent in construction, and as low as 0.04 per- 
cent in non-durables. Other discrepancies were: mining, 2.4 percent; 
service and miscellaneous, 2.3 percent; while all others varied from 
—0.6 to 0.7 percent. 

Agricultural Employment Since 1950. Prior to the revisions which 

4. Employment and Earnings (Washington, D.C.: U.S. Department of Labor), 
Vol. VI, No. 9, March, 1960, p. 5-E. 


5. Walt R. Simmons and John P. Wymer, “Accuracy of BLS Current Esti- 
mates of Employment,” Monthly Labor Review, LXXVIII (Dec., 1955), 1474-75. 
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occurred as a result of an intensive study of the 1954 Census of Agri- 
culture, the employment concept® of the U.S. Department of Agricul- 
ture included as workers all farm operators performing one hour or 
more of work during the survey week, which was the last calendar 
week of the month. No limitations as to age were made, and nothing 
was said about criteria for hired workers. 

Important revisions occurred after the study of the 1954 Census 
of Agriculture, as the department became more definitive in requiring 
unpaid family workers to perform fifteen or more hours of work in the 
survey week, in order to be counted as farm workers. There is no 
limitation as to age.’ All hired workers doing one or more hours of 
work or chores during the survey week are included as hired workers. 
Farm operators are counted if they spent one hour or more on any 
farm work, chores, or the transaction of farm business during the 
survey week.8 Mailed questionnaires are received from 20,000 to 
25,000 farmers each month, reporting the number of workers. Data 
are adjusted to the 1954 Census of Agriculture benchmark. 

The difference between this and the monthly concept of the Census 
is mainly the age factor and hired workers. Agriculture has no age 
limit on workers; hired workers are counted if they perform only one 
hour or more; farm operators if they do any work. Census limits farm 
workers to fourteen years of age or more and workers doing at least 
fifteen hours of work. 

The Department of Agriculture gets mailed replies from 20,000 to 
25,000 farms. The Census Bureau conducts interviews in 35,000 house- 
holds. The mailed returns are subject to the usual mailed response 
bias. The Census surveys by direct interview are fairly free of bias 
but are subject to somewhat larger sampling error due to the fact 
that relatively fewer farms than the Department of Agriculture obtains 
would be included by the Census interviews. 

Agriculture estimates that the age factor for children reaches a mil- 
lion to one and a quarter million workers during the summer. Persons 
working at more than one farm are counted in all cases by Agricul- 
ture but only once by the Census Bureau. In the harvest season this 
group may reach a quarter million workers. Persons working at both 

6. Farm Employment: Monthly, by States 1950-57; United States by Years, 
1910-57—by Months, 140-57 (Washington, D.C.: United States Department of 
Agriculture), Statistical Bulletin No. 236, September 1958, p. 12. 

7. However, in the January 1960 issue of Farm Labor, the Department of 
Agriculture limited its concept of unpaid family labor to that of the Census 
Bureau. Children under fourteen years of age and persons doing mostly non- 
farm work are excluded from the count of farm employment. But work by 
farm operators was broadened to include any farm work, chores, or business for 


their farms during the designated survey week. 
8. However, see footnote 7 above for a broader concept recently for farm 


operators. 
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agricultural and non-agricultural jobs are counted as working on farms 
by Agriculture but on non-farms by the Census Bureau. This group 
may range from one-half to one million workers in different seasons of 
the year. 

In 1950 the Department of Agriculture estimate was 32.2 percent 
higher than the Census Bureau estimate for the nation as a whole; in 
1960 the agricultural estimates had narrowed the ratio somewhat but 
were still 24.4 percent higher. 

Concept of Bureau of Census monthly estimates of employment. 
“The estimates are obtained by means of a sample survey of house- 
holds, representing all persons in the continental United States except 
those living in institutions.... On the basis of responses to the Census 
Bureau interviewers all persons 14 years old and over in the sample 
households are classified as employed, unemployed, or not in the labor 
force for a calendar week ending nearcst the 15th of the month (prior 
to July, 1955, for the calendar week containing the 8th of the month).” 

The “employed are all persons who, during the survey week, were 
either (a) ‘at work’—those who did any work for pay or profit, or 
those who worked without pay for 15 hours or more on a family farm 
or business; or (b) ‘with a job but not at work.’ ”® 

The unemployed are persons who did not work at all during the 
survey week and were looking for work. The total of employed and 
unemployed includes the civilian labor force. The Census Bureau in- 
cludes all persons at work, or with a job, fourteen years old and older 
who worked fifteen hours or more during the week which included the 
fifteenth of the month. Estimates of wage and salary workers of the 
Bureau of Labor Statistics arc based on reports from business estab- 
lishments relative to workers on the payroll at the fifteenth of the 
month, except federal workers where payroll data are based on the 
end of the month. The BLS counts persons more than once who are 
on more than one payroll. There is no lower age-limitation for BLS 
estimates, but the Fair Labor Standards Act limits employment as 
a practical matter to fourteen years or above (in most states to sixteen 
years). On the othcr hand, Census estimates include proprietors, 
farm workers, the self-employed, unpaid family workers, and domestic 
servicc workers. BLS, like the U.S. Department of Agriculture, also 
does not set a minimum number of hours for workers during the survey 
week. 

The tabulation in the table below shows that BLS estimates were 
from 9.5 percent to 17.1 percent lower than the Bureau of Census 
estimates. These differences are mainly due to BLS omissions of 

9.1957 Historical and Descriptive Supplement to Economic Indicators, 85th 


Congress, Ist Session (Washington, D.C.; U.S. Government Printing Office, 
1957), pp. 21-22. 
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domestic service workers, self-employed, unpaid family workers, and 
proprietors. Note the trend from 1940 to 1960.1° 


Estimates of Non-agricultural Employment (000 omitted)* 


Bureau of Bureau of BSL Estimate as 
Census Labor Statistics a percentage of Census 
Year Estimates Estimates Bureau Estimates 
1930 35,140 29,143 82.9 
1935 32,150 26 , 792 83.3 
1940 37 , 980 32,058 84.4 
1945 44,240 40 ,037 90.5 
1950 52,450 44,738 85.3 
1955 56 , 225 50,056 89.0 
1960 60 , 958 54,347 89.2 


*® Source: 1957 Historical and descriptive Supplement to Economic Indicators, 
pp. 21 and 27; and Economic Indicators, June, 1963, pp. 10-13. 


The U.S. Department of Agriculture monthly estimates of agricultural 
employment are, as noted above, much broader than the Census cov- 
erage. The following tabulation shows that for 1950, 1955, and 1960, 
the U.S. Department of Agriculture estimates with this broader con- 
cept were 24.4 percent to 32.2 per cent higher than the U.S. Bureau 
of the Census estimates: 


Bureau of U.S. Dept. of Percent U. 8. 
the Census Agriculture Dept. of Agriculture 
Year Estimates Estimates Estimate is of Census Estimates 
(000 of workers) * 
1950 7,507 9,926 132.2 
1955 6,718 8, 364 124.5 
1960 5,723 7,118 124.4 


* Source: Farm Employment, Statistical Bulletin No. 236, p. 15; Farm Labor, 
January, 1962, p. 6; Economic Indicators, June, 1963, pp. 10-13. 


Compared to the 1950 Census of occupations, the agricultural 
employment estimate for the thirteen Southern states by the U.S. 
Department of Agriculture for 1950 was 32 percent higher. Similarly, 
the Bureau of Labor Statistics estimates of non-agricultural employ- 
ment were 14.7 percent less than the 1950 Census of occupations. The 
differences are due primarily to the difference in the employment 
concepts governing the estimates. Another extenuating fact is that 
the agricultural employment as reported by the Department of Agri- 
culture is derived from twelve monthly estimates. The Census of 
occupations, on the other hand, represents a count of agricultural em- 

10. Beginning with the February, 1960, issue of Economic Indicators, the 
table and chart on page 11, entitled: “Employment, Unemployment, and Wages, 
Status of the Labor Force,” drops the Department of Commerce (presumably 
the Census Bureau) as one of the sources of this information. Of the three 


original sources, only the Department of Labor and the council of Economic 
Advisors are listed as sources. 
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ployment during one week in April when farm work is not at its 
seasonal peak, nor on the other hand at the seasonal low, yet is short 
of the average. This difference between the methods of counting by 
the two organizations accounts for some of that 32-percent discrepancy 
but the unexplained difference due to the much broader coverage of 
the Department of Agriculture still remains large. 

The conclusion therefore is that the agricultural concept is the 
broadest, the BLS the most limited, and the Census is in between. 


Il. Methodology 


Adjustment for births for underregistration. Birth statistics by 
states are reported as crude figures through 1950 without adjustment 
to allow for incompleteness of coverage. However, the National 
Office of Vital Statistics, Department of Health, Education and Wel- 
fare, by special studies established the incompleteness of reporting for 
the census years 1940 and 1950. For 1930 P. K. Whelpton has pub- 
lished estimates of incompleteness of registrations. Beginning in 
1951, all published data on births show an adjustment for underreg- 
istration. In order to compute natural increase, the underregistration 
ratios must be estimated for all intercensus years from 1930 to 1950. 
This was done by straight line interpolation. The ratios thus esti- 
mated were applied directly to reports of unadjusted births to inflate 
for incomplete reports. 

No births were reported for Texas from 1930 to 1933. These were 
estimated by reversing the straight line extrapolations of the ratio of 
births to the total population for 1930 to 1933. 

Residual method of estimating net migration. We have adopted 
the survivor-residual method described by Professor C. Horace Hamil- 
ton.!? The formula is Py — Pp = B— D+ M,— Mo. Where Pp and 
P, represent population at the beginning and the end of the period, B 
stands for births; D for deaths; M; represents in-migrants; Mo, out- 
migrants. To estimate migration the formula is written M; — My = 
Py = Py = Bs D: 

Since the estimate is a residual, it inherits any errors in census enu- 
meration of the vital statistics. Hamilton believes the error in esti- 
mating net migration is likely to be a small percentage of the total 
estimated. 

In developing estimates for the Southern region on net migration, 
one additional step was necessary. Since yearly estimates of state 
population by the Census Bureau are as of July 1, the date was moved 
to January 1, by a simple averaging process, in order to get population 

J1.P. K. Whelpton, “The Completeness of Birth Registration in the U.S.,” 
Journal of the American Statistical Association, Vol. XX1X, No. 186 (June, 1934), 
pp. 128-29. 


12. “Population Pressure ... ,” Demographic Analysis, p. 419. See also Bogue, 
The Population of the United States, pp. 397 and 421. 
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changes simultaneous with vital statistics of births and deaths, which 
are on a calendar-year basis. 

Adjustment of data to Bureau of Census concept of employment in 
monthly estimates. The Census of population for 1930 determined 
occupations on the basis of a rather broad concept of gainfully em- 
ployed, discussed above. The 1940 count of occupations was based on 
the Census enumeration week of March 24 to 30 in 1940; in 1950, the 
count was based on the week prior to enumeration, which was gen- 
erally some week in April. Seasonal factors in employment are conse- 
quently involved in the 1940 and 1950 censuses of occupations; other 
more serious problems are involved in 1930. 

When the Census Bureau monthly estimates are combined and 
averaged for a yearly estimate, the seasonal factor is eliminated. Aside 
from seasonality, the Census of Population count of occupations and 
the Census Bureau sample estimates are roughly comparable. 

The 1930, 1940, and 1950 Census data on occupations were ad- 
justed to the Census Bureau annual estimates, which are published 
in several sources; but the author of this report relied primarily upon 
Economic Indicators. 

1930 estimates of total employment by states. The 1930 Census of 
Population was first adjusted for the 10-13-year-old workers. Then 
Class A unemployment'* was deducted. Manufacturing employment 
was allocated from the national total to states on the basis of the 1929 
and 1931 Census of Manufactures. The adjusted non-manufacturing!® 
employment from the Census of population for 1930 was employed to 
allocate the respective national totals to states. Total farm population 
of the states served as the allocator of agricultural employment.'® The 
three categories of employment as adjusted were added to produce 
total employment estimates by states. 

1940 estimates of total employment by states. The BLS estimates 
of manufacturing and non-manufacturing employment by states for 
1940 were used to allocate the respective national totals. The 1940 
Census of farm population was used to allocate the national total of 
agricultural employment prepared by the Census Bureau. The total 

13.1957 Historical and Descriptive Supplement to Economic Indicators and 


Economic Indicators (Washington, D.C.: U.S. Government Printing Office, 1957 
and 1963). 

14. Persons out of a job, able to work, and looking for a job. 

15. Non-manufacturing is a term used for non-agricultural—non-manufacturing 
employment. 

16. Regional control totals of agricultural employment for both 1930 and 
1940, for use with farm population as an allocator, were based on the Census 
of Population regional total to the national total. 

17. Farm Employment, Statistical Bulletin No. 236, p. 44. Data for years 
after 1956 came from current issues of Farm Labor. The Department of Agri- 
culture data were not sufficiently detailed prior to 1950 to be employed as state 
allocators. 
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employment for each state was derived by adding the three categories. 

1950 estimates of total employment by states. BLS estimates of 
manufacturing and non-manufacturing by states for 1950 were em- 
ployed to allocate the national totals to states. The U.S. Department 
of Agriculture estimates of farm employment!’ were the basis for 
allocating the national estimate of agricultural employment of the 
Census Bureau to states. State totals of employment were again ob- 
tained by summing the three categories as in 1930 and 1940. 

Methods employed to prepare 1960 estimates of employment. 
State employment for manufacturing, non-manufacturing, and agri- 
cultural employment were derived by applying the 1960 percentages 
of national totals derived from the Bureau of Labor Statistics esti- 
mates of manufacturing and non-manufacturing and the U.S. Depart- 
ment of Agriculture estimates of agricultural employment to national 
totals for 1960 by the Bureau of the Census. 

The figures shown in the text for total employment include the 
armed forces. 

The 1940 figures also include public emergency workers. Thus we 
obtain a much broader concept than usually used for employment, 
but one we believe is more nearly consistent with the idea that popu- 
lation growth is in part at least a function of growth in total employ- 
ment. 


Appendix Table 1. Trends in Population by Decades 1930, 
1940, 1950, and 1960* (The data are Census Bureau estimates as 
of July 1) 


PERCENT CHANGE 


State or Region 1930 1940 1950 1960 1930-40 1940-50 1950-60 1930-60 


Alabama 2,647 2,845 3,060 3,276 7.5 7.6 7.1 23.8 
Arkansas 1,859 1,955 1,905 1,789 5.2 -—-2.6 ~—6.1 -—3.8 
Florida 1,471 1,915 2,821 5,005 30.2 47.3 77.4 240.2 
Georgia 2,910 3,119 3,448 38,958 7.2 10.6 14.8 36.0 
Kentucky 2,623 2,859 2,960 3,042 9.0 3.5 2.8 16.0 
Louisiana 2,105 2,370 2,699 3,259 12.6 13.9 20.7 54.8 
Mississippi 2,006 2,176 2,170 2,184 8.5 -—0.3 0.6 8.9 
North Carolina 3,167 3,574 4,060 4,571 12.8 13.6 12.6 44.3 
South Carolina 1,745 1,902 2,121 2,393 9.0 11.5 12.8 37.1 
Tennessee 2,619 2,935 3,303 3,571 12.1 12.5 8.1 36.3 
Texas 5,844 6,425 7,749 9,643 9.9 20.6 24.4 65.0 
Virginia 2,427 2,720 3,262 3,985 12.1 19.9 22.2 64.2 
West Virginia 1,733 1,907 2,008 1,849 10.0 5.38 —7.9 6.7 
Total 13 States 33,156 36,702 41,566 48,525 10.7 13.2 16.7 46.4 
Rest of the 
Nation 89,921 95,252 109,668 131,458 5.9 15.1 19.9 46.2 
Percent of Rest 
of the Nation 36.9 38.5 37.9 36.9 4.38 -1.6 —2.6 0 


* Source: Census Bureau, Current Population Reports, Series P-25, Numbers 
139, 196, 206, 210, and 258. 
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Appendix Table 2. Trends in Total Employment by Decades 
1930, 1940, 1950, and 1960* In Thousands 


PERCENT CHANGE 
State or Region 1930 1940 1950 1960 1930-40 1940-50 1950-60 1930-60 


Alabama 922 966 928 1,012 4.8 -—4.0 9.1 9.8 
Arkansas 625 625 623 588 0 —0.3 -5.6 —5.9 
Florida 493 663 970 1,666 34.5 46.3 71.8 237.9 
Georgia 1,087 1,114 1,196 1,395 2.5 7.4 16.6 28.3 
Kentucky 889 922 928 963 3.7 0.7 3.8 8.3 
Louisiana 730 814 918 1,041 11.5 12.8 13.4 42.6 
Mississippi 701 718 724 672 2.4 0.8 —7.2 —4.1 
North Carolina 1,153 1,305 1,517 1,726 13.2 16.2 13.8 49.7 
South Carolina 624 694 750 858 11.1 8.1 14.4 387.5 
Tennessee 899 1,018 1,159 1,255 13.2 13.9 8.3 39.6 
Texas 2,043 2,172 2,862 3,400 6.3 31.8 18.8 66.4 
Virginia 880 1,021 1,266 1,438 16.0 24.0 13.6 63.4 
West Virginia 579 693 709 577 19.7 2.3 —18.6 —0.3 
Total 13 States 11,625 12,725 14,550 16,591 9.5 14.8 14.0 42.7 
Total Rest of 
Nation 34,115 37,864 46,389 51,929 11.0 22.5 11.9 52.2 


* Source: Basic calculations based on: (1) Census of Population, 1930, 1940, 
1950, and 1960; (2) Bureau of Labor Statistics, Employment and Earnings, 
Annual Supplement Issues, and multilithed issues for states; (3) Farm Employ- 
ment, Statistical Bulletin No. 236; and Farm Labor, February release annually— 
both publications by the U.S. Department of Agriculture. 


Appendix Table 3. Comparisons of Rates of Employment 
Growth of States and Regions and Percentage of South’s Growth 
Accounted for by Each State* 


CHANGE IN EMPLOYMENT PERCENTAGE oF ToTAL 
; 00 INCREASE 1N REGION 

State or Region 1930-60 1950-60 1930-60 1950-60 
Alabama 90 84 1.8 4.1 
Arkansas —37 —35 —0.7 -1.7 
Florida 1,173 696 3.6 34.1 
Georgia 308 199 6.2 9.8 
Kentucky 74 35 1.5 1.7 
Louisiana 311 123 6.3 6.0 
Mississippi ~ —29 —52 —0.6 —2.5 
North Carolina 573 209 11.5 10.2 
South Carolina 234 108 4.7 5.3 
Tennessee 356 96 7.2 4.7 
Texas 1,357 538 27.3 26.4 
Virginia 558 172 11.2 8.4 
West Virginia —2 —1382 _ —6.5 

Total 13 States 4,966 2,041 100.00 100.00 

Rest of Nation 17,814 5,540 100.00 100.00 


* Source: Appendix Table 2. 


Appendix Table 4. Relation of Growth in Standard Metropolitan Statistical Areas to Population In- 
crease in Thirteen Southern States 1950-60* (In Thousands) 


Population Ratio to 1960 PERCENTAGE OF INCREASE IN Pop. 
Total of Largest Percent PopuLaTION OF ACCOUNTED FOR BY GROWTH IN 
Population SMSA Increase in. —_——__ SMSA’ss 
Increase in Population Largest _ 
State 1950-60 1960 1950-60 SMSA All SMSA’s 1930-40 1940-50 1950-60 
Alabama 216 634.9 7.1 19.4 44.0 48.4 113.1 116.6 
Arkansas . —116 243.0 —6.1 13.6 17.3 28.2 B 5 
Florida 2,184 935.0 77.4 18.7 64.9 77.0 62.6 75.4 
Georgia 510 1,017.2 14.8 25.7 47.9 77.2 103.1 99.4 
Kentucky 82 725.2 2.8 23.8 28.2 17.5 122.0 331.0 
Louisiana 660 836.3 20.7 25.7 49.0 44.2 87.8 68 .2 
Mississippi 14 187.0 0.6 8.6 8.6 12.6 b 320.0 
North Carolina 611 272.0 12.6 6.0 24.5 24.4 33.9 43.5 
South Carolina 272 260 .8 12.8 10.9 28.7 34.6 59.4 45.1 
Tennessee . 268 627 .0 8.1 17.6 47.0 49.6 86.4 104.5 
Texas 1,894 1,243.2 24.4 12.9 64.7 90.2 105.7 94.8 
Virginia 723 578.5 22.2 14.5 50.4 51.2 71.7 87.8 
West Virginia —159 254.8 —7.9 13.8 37.7 32.2 45.0 Bs 
Total 13 States 6,959 16.7 45.0 52.2 83.5 89.5 


’ ® Source of basic data: Census of Population for 1940, 1950, and 1960. 
® All data have been corrected to the 1960 SMSA concepts. 
b State total shows a decrease; SMSA’s show an increase. 
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Income in the South Since 1929* 


Frank A. Hanna 


The purpose of this paper is to report on the changes in total 
and per capita personal incomes in the South since 1929 and to dis- 
cern, as best I can, their economic significance. The sources of reliable 
data on state or regional incomes are but a few and are well known.? 
These estimates are in sufficient detail to permit a wide range of 
useful analyses. The concepts are consistent with those employed in 
constructing national estimates by month and by year as an integral 
part of the national economic accounts and, as a consequence, are 
widely known and generally understood. The amount of work re- 
quired independently to estimate variants from these concepts is so 
great as to be prohibitive to the individual investigator. 


* This paper was initially prepared for presentation to the October 1960 
conference of the Inter-University Committee for Economic Research on the 
South. The new estimates of total and per capita personal income for 1960-62 
and the revisions in the estimates for the years since 1950, which were available 
by August 1963, have been incorporated in the tables and the text of this version. 

]. Since 1954 the state and regional estimates prepared by the National In- 
come Division have been of personal income and are reconciled with the national 
estimates of this concept. See National Income Division, Personal Income by 
States since 1929 (Washington, D. C., 1930), and the August issues of the Survey 
of Current Business. The concepts and reliability of these state estimates are 
also discussed in The National Economic Accounts of the United States, a Re- 
port by the National Accounts Review Committee of the National Bureau of 
Economic Research (New York, 1958), Chapter ix. The data for 1960-62 are 
the initial estimates for these years, and some improvement in them can be 
expected after they are revised to incorporate new and more detailed primary 
data which were unavailable at the time the estimates for these years were 
prepared. Unless specified otherwise, the income discussed in this paper will 
be personal income. For its relationship to other income concepts at a regional 
level, see Werner Hochwald, “Conceptual Issues of Regional Income Estimation,” 
Studies in Income and Wealth, XXI (1957), 9-26. Some use also will be made 
of the Census Bureau distributions of money incomes by size. 
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Table 1. The South* Relative to the Continental United 
States” * 


Percentage 
of U.S. Total 
Measure or Average 
Land area, 1954: 

Total 26.8 

Tn agriculture 30.2 
Population, 1960: 

Total 27.2 
Under 20 years of age 29.1 
20 to 64 years of age 26.2 
65 years and older 24.3 
Urban 22.1 
Rural 39.0 

Manufacturing, average of 1929, 1939, 1947, and 1957: 
Number of employees 16.9 
Payrolls 13.5 
Average annual earnings of employees 79.8 
Value added by manufacture 15.2 
Ratio of payrolls to value added by manufacture 88.9 
Personal income, avcrage 1929-58: 

Total 19,2 
Labor income 18.5 
Proprietors’ income 24.8 
Property income 15.5 
Transfer payments 20.7 | 

Per capita personal income, average 1929-58 69.9 
Broad industrial sources of income, average of selected years:* 
Farm income 32.6 
Federal government disbursements 26.1 
State and local government disbursements 18.9 
Private non-farm income 17.4 


* Sourees: Area, population, and manufactures, Statistical Abstract of the 
United States, 1959 and ibid, 1962; personal income, Personal Income by States 
since 1929 and Survey of Current Business, August, 1962. 

8 The South, as used here, consists of thirteen states: Alabama, Arkansas, 
Florida, Georgia, Kentucky, Louisiana, Mississippi, North Carolina, South Caro- 
lina, Tennessee, Texas, Virginia, and West Virginia. It consists of the states in 
the Census Bureau’s South region, i.e., the South Atlantic, East South Central, 
and West South Central divisions, other than Delaware, Maryland, Oklahoma and 
the District of Columbia. These are the states in the National Income Division's 
Southeast region plus Texas. 

» Alaska and Hawaii are not included. 

¢The years are those for which data are available: 1929, 1933, 1940, 1946, 
1950, 1955, and 1958. 
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I. The Area 


Since the data for states can be aggregated into a variety of 
regions, it seems worthwhile to pause for a moment to consider the 
area which I have been asked to consider and which will be called 
the South throughout this study. This area consists of the thirteen 
southeastern states bounded on the north and west by Virginia, West 
Virginia, Kentucky, Arkansas, and Texas. It also includes the Caro- 
linas, Tennessee, Georgia, Alabama, Mississippi, Louisiana, and Flori- 
da. This area differs from the area designated as the South by the 
Census Bureau by excluding Delaware, Maryland, Oklahoma, and the 
District of Columbia. It includes Texas in addition to the states in 
the area now designated as the Southeast by the National Income 
Division. 

The South, thus defined, includes slightly more than one-fourth of 
the land area and population of the Continental United States (Table 
1).2 The South can be described as more agricultural than many 
parts of the country. It contains 30 percent of the nation’s agricultural 
land, 48 percent of those living on farms, and about one-third of the 
farm income. It has somewhat more than its proportionate share of 
persons under twenty years of age, a fact that has led it to be referred 
to as “the seed bed of the nation.”? With about one-fourth of the 
nation’s population, it has only one-sixth of the nation’s manufacturing 
employees and produces slightly less than one-sixth of the total value 
added by manufacture in the United States. 

The per capita incomes of the South are generally low, averaging 
over the past thirty years about 70 percent of the national average. 
To some extent, this is a consequence of the low incomes from farm- 
ing and the disproportionately large numbers engaged in this pur- 
suit. But farming is not a sufficient explanation of the low incomes 
in the South. Its manufacturing employees have average annual earn- 
ings which are only about 80 percent of the national average. A 
similar disparity in earnings also is found in other industrial segments. 
To some extent, the low levels of earnings reflect the prevalence of 
low-skill industries in the South and to some extent a disparity be- 


2. Alaska and Hawaii are omitted primarily because of the lack of consonant 
data for all but a few periods and measures. These two new states are omitted 
also from the “Nonsouth,” a designation used to describe the Continental United 
States outside the South. 

3. C. B. Hoover and B. U. Ratchford, The Economic Resources and Policies 
of the South (New York, 1951), p. 26. 
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tween the earnings for a given occupation in the South and Non- 
south.4 


Significance of the South as a Category 


The question may be asked whether the thirteen states in the 
South have relatively homogeneous income characteristics and, if they 
do, whether these characteristics differ substantially from those of the 
states in other parts of the country. An affirmative answer to both 
parts of this question would enable us to confine our analysis to the 
major attributes of the area as a single entity. A negative answer to 
the first part of the question would indicate that some attention should 
be accorded individual states or sub-areas in the South. A negative 
answer to the second part of the question would complicate our job 
by requiring more attention to small differences among detailed in- 
dustries and components of income. 

A rough answer to these questions can be obtained from an ex- 
amination of the ranks of the states in the South with respect to their 
per capita incomes.® When the states are ranked from the lowest to 
the highest per capita incomes for 1919,° 1929, 1939, 1949, and 1958, 
all of the thirteen states in the South, with the single exception of 
Texas, have been counted among the thirteen lowest ranks for at 
least one of the five selected years. The four states which had a rank 
above thirteen during one of these selected years are West Virginia 
(ranks 9-15), Virginia (ranks 9-18), Florida (ranks 10-24), and 
Texas (ranks 15-24). The average rank of the states in the South 
deviated from the lowest possible average rank (7.0) by no more than 
2.5 in any of the five selected years. This pattern of ranks is sufficient 
to show that the income characteristics of the South and Nonsouth 
differ significantly. Whether the characteristics of the states which 
attained ranks of 15 to 24 during at least one of the years differ 
significantly from the other states in the South depends in part on 
whether the state per capita incomes in this range are closely grouped 
or are fairly dispersed. 


4, Frank A. Hanna, State Income Differentials, 1919-1954 (Durham, N.C., 
1959), Chapter v. 

5. Per capita personal income for a state is the state’s total personal income 
divided by its population. For interstate comparisons it provides a rough adjust- 
ment for the different numbers of inhabitants in the various states. In 1960, the 
populations of the states in the South ranged from 1.8 million inhabitants in 
Arkansas to 9.6 million inhabitants in Texas; in the Nonsouth, from .3 million 
inhabitants in Nevada to 16.8 million in New York. 

6. The data for 1919 are from Maurice Leven, Income Among the Various 
States, 1919, 1920, and 1921 (New York, 1925). 
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Table 2. Sources of Interstate Variation,» 1929-62, by 


Year* 
Percentage of Total Interstate Variation 
Among States Among States Between South 
Year within South within Nonsouth and Nonsouth 
1929 2.1 42.6 55.3 
1930 2.4 44.0 53.6 
1931 2.5 46.3 51.2 
1932 2.5 50.7 46.8 
1983 2.3 54.8 42.9 
1934 2.4 52.3 45.3 
1935 2.8 40.6 56.6 
1936 3.0 34.6 62.4 
1937 3.7 39.1 57.9 
1938 4.3 41.6 54.1 
1939 4.4 39.5 56.1 
1940 4.2 39.5 56.3 
1941 3.7 38.1 58.2 
1942 5.0 34.3 60.7 
1943 6.2 34.4 59.4 
1944 6.4 35.6 58.0 
1945 6.5 34.9 58.6 
1946 5.5 35.5 59.0 
1947 6.5 29.4 64.1 
1948 5.6 26.0 68.4 
1949 10.6 28.5 60.9 
1950 9.2 27.6 63.2 
1951 8.4 26.2 65.4 
1952 8.5 26.6 64.9 
1953 7.4 28.9 63.7 
1954 9.1 29.7 61.2 
1955 7.7 34.2 58.1 
1956 8.1 35.1 56.5 
1957 9.0 33.1 57.5 
1958 9.0 31.2 59.8 
1959 8.3 34.5 57.2 
1960 7.1 33.1 59.8 
1961 4.4 39.4 56.2 
1962 6.7 33.9 59.4 


* Sources: 1929-49, Personal Income by States Since 1929; 1950-59, Survey 
of Current Business, August, 1962; 1960-62, ibid., August, 1963. 

8 Variation is the sum of the squared deviations from the appropriate mean 
per capita income. The states were weighted by their midyear populations. The 
District of Columbia is excluded from these calculations, 


Except for the three Depression years, 1932-34, more than one- 
half of the interstate variation in per capita incomes is attributable 
to the differences between the mean per capita incomes in the South 
and the Nonsouth (Table 2). This more precise measure of the 
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significance of the South as an analytical category leaves no room 
for doubt. Moreover, the differences between mean per capita in- 
comes, when measured in these absolute terms, have increased mod- 
erately during the past thirty years. 

At the same time, the size of the absolute differences among the 
states in the South has been increasing faster than have the differ- 
ences among all states. This is contrary to the tendency found among 
the states in the Nonsouth which, since 1934, have been becoming 
more alike and thus contributing a decreasing percentage of the total 
interstate variation. Even during recent years, when their contribu- 
tion was the highest, the variation among states within the South has 
amounted to only 8 to 11 percent of the total interstate variation. 
Thus the failure to look behind the averages for the South at the 
behavior of individual states would, when measured against national 
totals, result in only a moderate loss of data. However, since it is 
the behavior of the South, and the states which compose it, with 
which this study is particularly concerned, these figures show the 
need for some attention to the behavior particular to one or more 
individual states within the South.’ The fact that the interstate varia- 
tion within the South has been an increasing proportion of all inter- 
state variation, at least through 1958, emphasizes this need. 


Il. Total and Per Capita Personal Income 


During the three decades covered by this study, total income 
in the United States increased five-fold, from $86 billion in 1929 to 
$435 billion in 1962 (Table 3 and Chart I). In the South, the in- 
creases have been even greater, running over six-fold, from $13 billion 
in 1929 to $90 billion in 1962. 

The period covered starts with the peak, or near peak, year of 
1929. It was followed by the Great Depression of the early thirties, 
which was marked by decreases in income to about 55 percent of 
their 1929 levels. Since the trough of the Great Depression in 1932- 
33,8 there have been prolonged increases in personal income, both in 


7.1 have made no attempt to compute the contribution of individual states 
to the variation within the South. An examination of charts showing the per 
capita incomes for each of the thirteen states in the South for the period 1929-58 
indicates that principal contributors to this variation have been Florida, Texas, 
and Virginia, at the top, and Mississippi at the lower end of the scale. The first 
three states named have tended to pull ahead of the group, and Mississippi 
has tended to lag the other states. 

8.In the South, 1932 was the trough of the Great Depression; in the Non- 
south, 1933. 
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Table 3. Personal Income, United States and the South, 
1929-62* 


PERSONAL INCOME 
(Billions of Dollars) 
South as a Percentage 


Year United States South of the United States 
1929 $86 $13 15 
1930 77 11 14 
1931 66 10 15 
1932 50 7 14 
1933 47 7 16 
1934 53 9 16 
1935 60 10 16 
1936 69 11 16 
1937 74 12 16 
1938 68 11 17 
1939 73 12 17 
1940 79 13 17 
1941 96 17 18 
1942 122 23 19 
1943 148 29 20 
1944 160 33 20 
1945 165 34 20 
1946 176 34 20 
1947 189 37 19 
1948 207 40 19 
1949 205 41 20 
1950 224 45 20 
1951 251 51 20 
1952 267 54 20 
1953 281 56 20 
1954 283 57 20 
1955 305 62 20 
1956 328 66 20 
1957 347 70 20 
1958 355 73 21 
1959 379 78 21 
1960 395 81 20 
1961 410 85 21 
1962 435 90 21 


® Sources: 1929-49, Personal Income by States Since 1929; 1950-59, Survey of 
Current Business, August, 1962; 1960-62, ibid., August, 1963. 


the South and the Nation, marred only by the recession of 1937-38, 
and the even milder ones of 1949, 1954, 1958, and 1961. The most 
rapid increases were during 1940-45 and were associated with the 
Second World War. During this period, personal income just about 
doubled in the nation and grew even more rapidly in the South, to 
become by 1945 two-and-one-half times its 1940 size. Since 1945, 
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RATIO 
SCALE 


1929 1939 1949 1959 


Chart I. Personal Income, United States and the South, 1929-62 
Source: Table 3 


personal income both in the South and in the Nonsouth has continued 
to increase at about the same rate, about 6 percent per year.® The 
South has grown moderately, relative to the nation, during the up- 
swing following the trough of the Great Depression and had increased 
its share of the national total from around 14-16 percent during the 
trough to 17 percent in 1938-40. During the war years, its share in- 
creased rapidly to about 20 percent, where it has remained since 1943. 

9. This rate of increase is measured in current dollars, rather than in constant 


dollars, and includes the effects of inflation as well as the growth of real income. 
See below. 
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Since total income is measured in the current dollars of each year, 
these figures reflect the combined effects of inflation, growth of pro- 
ductivity, and growth in population. To obtain some knowledge of 
the direction of the differential growth in the productivity of the 
South and Nonsouth is, of course, the primary interest of a study of 
personal income. One of the commonly used measures of productivity 
changes is the change in real per capita income.’ The best informa- 
tion now available is that the regional differentials in the changes in 
price levels are of inconsequential magnitude. There is no net gain 
in the relative comparisons of the South and the Nonsouth if both 
are to be adjusted by the same price index. Consequently, the present 
analysis is based entirely on income in current dollars. The differ- 
ences among states and regions in numbers of inhabitants and in 
population changes are both large and have important consequences 
for interregional comparisons. Personal income adjusted for the differ- 
ences in the number of inhabitants, that is, per capita income, accord- 


ingly will be used extensively throughout this study. 


Changes in Per Capita Income 


Since the population of the United States increased by 52 
percent from 1929 to 1962, the changes in per capita income are 
smaller than those recorded for total income. In the United States, 
per capita incomes increased from a level of $703 in 1929 by some- 
what more than three-fold to a level of $2,362 in 1962 (Table 4). 
Similar increases are noted for the Nonsouth. Since the low incomes 
which characterize the South are excluded in their computation, the 
per capita incomes for the Nonsouth exceed those of the United 
States by 10 to 15 percent. The largest increases during the period 
are recorded by the low per capita incomes of the South. From a 
level of $387 in 1929, they have increased by more than four-fold to 
a level of $1,794 in 1962. 


Relative Changes by Region 


Although the population of the states in the South increased 
by only a slightly larger percentage, 53 instead of 52 percent, than 
did the population of the United States, the South had in both 1929 


10. For example, see The Midyear Economic Report of the President, July, 
1952, p. 2. 

Jl. Abner Hurwitz and Carlyle P. Stallings, “Interregional Differentials in 
Per Capita Real Income Changes,” Studies in Income and Wealth, XXI (1957), 
195-265. 
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Table 4. Per Capita Personal Income, United States,? South 
and Nonsouth, 1929-62* 


SouTH AS A 
Per Carita Personal IncomE PERCENTAGE OF 
(Dollars) Toh es Oe 
ee ee ee United 

Year United States South Nonsouth States Nonsouth 
1929 $703 $387 $820 55 47 
1930 621 330 729 53 45 
1931 526 286 617 54 46 
1932 398 215 466 54 46 
1933 373 215 432 58 50 
1934 421 250 485 59 52 
1935 470 275 543 59 51 
1936 531 314 620 59 51 
1937 570 341 657 60 52 
1938 524 319 603 61 53 
1939 553 335 637 61 53 
1940 592 359 682 61 53 
1941 716 451 822 63 55 
1942 906 607 1,026 67 59 
1943 1,099 757 1,238 69 61 
1944 1,192 854 1,327 72 64 
1945 1,231 891 1,366 72 65 
1946 1,247 882 1,387 71 64 
1947 1,313 929 1,461 71 64 
1948 1,417 1,010 1,571 71 64 
1949 1,378 1,007 1,517 73 66 
1950 1,487 1,072 1,646 72 65 
1951 1,646 1,189 1,823 72 65 
1952 1,725 1,258 1,904 73 66 
1953 1,785 1,297 1,971 73 66 
1954 1,768 1,301 1,941 74 67 
1955 1,863 1,386 2,041 74 68 
1956 1,972 1,467 2,161 74 68 
1957 2,044 1,519 2,243 74 68 
1958 2,061 1,556 2,250 75 69 
1959 2,160 1,635 2,356 76 69 
1960 2,213 1,665 2,417 75 69 
1961 2,264 1,725 2,465 76 70 
1962 2,362 1,794 2,576 76 70 


* Sources: 1929-53, Personal Income by States since 1929; 1954-59, Survey 
of Current Business, August, 1962; 1960-62, ibid, August, 1963. 

28 The District of Columbia is excluded in the calculation of the per capita 
incomes of both the United States and the Nonsouth. 
and 1962 a larger share of the nation’s inhabitants than it had of the 
nation’s income. When its income is divided by the number of its 
inhabitants, the resultant per capita income in the South is found to 
be somewhat lower than that of the Nonsouth. One way of saying 
how much lower is to express the per capita incomes of the South 


Income in the South 249 


as a percentage of those of either the entire United States or of the 
states in the Nonsouth. Both percentages are provided in Table 4. 
Neither of these sets of percentages appears to possess outstanding 
analytical advantages over the other. Since most comparisons based 
on total income, rather than per capita, can be made on the basis of 
national figures without loss of detail (the Nonsouth, in this case, 
is the complement of the South), most comparisons here will be made 
with the national data. 

Since the differential movement of prices among regions is small 
enough to be ignored safely, if the per capita incomes of the South 
are expressed as percentage of the nation’s per capita income, the 

resulting relative is free of both differences in number of inhabitants — 
and changes in the price level. Their movement over time is effective- 
ly the same as that of relatives based on real per capita income. 

The per capita income of the South as a percentage of the con- 
sonant figure for the United States has increased from 55 percent in 
1929 to 76 percent in 1961-62. To a small extent these percentages. 
are cyclically sensitive. With the onset of the Great Depression of 
the early thirties, the per capita income of the South decreased relative 
to that of the United States. This decrease perhaps is attributable to 
the great dependence of this area on income from agriculture, which 
at that time was not protected by price supports and subsidies of 
various kinds and was perhaps more cyclically sensitive than it is 
today. Subsequent changes in the per capita income relative, ‘with 
the possible exception of the immediate postwar period starting in 
1946, have tended to be contra-cyclical. Increases in the relatives are 
to be noted for the recession years, and decreases usually have marked 
the immediately preceding peak year. This behavior of the relatives 
would suggest that since the early thirties, at least, the incomes of 
the South are somewhat less sensitive to cyclical fluctuations than 
are those of the Nonsouth. 

The growth of these relatives appears to be divided i into three 
periods (Chart II). The first, from the peak-year 1929 to the peak 
years of 1938-40, was one of moderate growth, accounting for 6 of 
the 21 percentage points by which they increased during the period 
under study.1? The war years, 1940-45, were a period of rapid growth, 
from a level of 61 to 72 percent of the national average. The nine- 

12. The increase of 21 percentage points is measured from 1929 to 1959. 
This implicitly assumes that 1959 occupies about the same position as 1929 


relative to cyclical fluctuations and to the trend line, an assumption that is toler- 
able only because of the near invariance of the relatives during recent years. 
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Chart Il. Per Capita Income in the South as a Percentage of 


United States Per Capita Income, 1929-62 
Source: Table 4 


teen years since 1945 have been marked by an almost constant per- 
centage level. Since 1945, the gross increase has amounted to four 
percentage points. 

Apparently the readjustments following the Great Depression 
(minimum-wage laws, agricultural price supports, and the growth of 
old-age assistance and other transfers) and the great and rapid ex- 
pansion of military expenditures and industrial production incident 
upon the war effort provided the stimulus for the bulk of the increase 
in the per capita income relatives. The period of full employment 
following the war has enabled the South to maintain these gains and 
to increase them slowly. 


Differential Growth of the States in the South 


In general, most of the states in the South followed the same 
general pattern of cyclical responses and growth as was found for 
the South as a whole (Table 5). There was some decline in the state 
relatives during the downswing of the Great Depression, a moderate 
to sharp increase from the Depression low to around 1940, marked 
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growth during the war years, and a slight increase since 1945. This 
pattern is clearest for the states with the lower per capita incomes 
among the states in the South—Mississippi, Alabama, the Carolinas, 
Georgia, and Tennessee. There are a few notable exceptions, how- 
ever; West Virginia, for example, did not experience the war-time 
growth common to most of these states, achieved its highest relative 
in 1948, and has experienced less growth over the entire period. 
Virginia’s relatives show the effects of its having become one of the 
“bedrooms of Washington” during the period of the federal govern- 
ment’s most rapid growth, from around 1931 to 1943. Since that time 
its relatives have been influenced greatly by the relationship of the 
salary rates in the federal government to the general level of earnings. 
Texas’ relatives have shown more pronounced contra-cyclical move- 
ments than the other states in the group. Florida, which missed much 
of the 1940-41 increase in incomes, experienced its peak relative in 
1945, and suffered a greater relative decline in the immediate postwar 
period. 

To facilitate interstate comparisons in the relative per capita in- 
comes, the relatives have been plotted against a ratio scale (Chart 
III). Thus plotted, the slopes of the lines for the various states pro- 
vide a visual indication of the percentage change in their relatives. 
Without the transformation to ratios it is difficult to compare the 
changes in Mississippi, whose relative fluctuated within the range of 
31-53 percent, with those of Virginia, whose relatives are in the range 
of 61-86 percent. Even with this transformation it is difficult to dis- 
tinguish visually cyclical from secular changes and thus to come to 
any firm conclusion about the relative growth of the states. Visually, 
the states with the more pronounced cyclical responses appear to have 
more rapid growth factors than states which are less affected by 
cyclical changes in the nation’s economy. 

One commonly used method of eliminating the effects of cyclical 
variation is to measure changes between years which have been se- 
lected as occupying about the same position with regard to the cycle, 
usually peak years. In view of the variety of cyclical responses in 
state income relatives, the selection of such years in a meaningful 
fashion is problematic at best. Should “peaks” refer to the state rela- 
tives or to the level of business activity in the state or the nation? To 
some extent, at least, it may be presumed that one of the reasons the 
states show varying responses to a change in the level of activity in 
the national economy is that each cycle differs with respect to the 
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Table 5. State* and Regional Relatives of United 


Ala- | Ken-  Louisi- 
Year South> bama Arkansas Florida Georgia tucky ana 


1929 55.1 46.1 ° 438.4 74.1 49.8 55.6 59.07 
1930 53.2 42.6 35.7 74.4 49.4 52.1 .57.4 


1932 53.9 40.2 38.6 78.3 49.6 52.4 59.6 
1933 57.7 44.0 41.3 75.7 54.4 54:7 60.3 
1934 59.3 48.5 41.8 80.1 56.7 . 54.1 61.5 
1935 58.6 45.6 42.6 77.8 56.6 55.5 60.6 
1936 59.1 46.4 44.8 82.4 56.4 54.3 60.9 
1937 59.8 45.7 43.1 93.1 54.3 58.3 60.7. 
1938 60.8 46.1 | 42.9 85.8 55.0 55.4 65.6. 
1939 60.6 45.0 438.5 87.4 55.8 54.5 64.2 
1940 60.6 47.4 43.0 86.2 57.1 53.8 61.0 
1941 62.9 52.2 47.0 83 .0 59.0 54.5 62.4 
1942 67.0 56.7 51.8 84.6 62.8 58.6 65.2 
1943 68.9 59.1 49.1 89.4 65.8 62.5 °71.1° 
1944 71.7 61.6 56.3 91.3 69.9 63.6 73.6 
1945 72.4 63.2 58.5 93.3 71.5 64.3 72.3 
1946 70.8 59.6 58.4 91.0 67.6 64.9 66.4 
1947 70.7 60.3 54.6 86.8 67.2 64.6 ~67.0 
1948 71.3 60.3 59.6 - 83.4 66.8 68.0 70.6: 
1949 73.1 58.6 56.4 87.0 67.4 66.6 76.6 
1950 71.9 58.3 54.1 86.3 68.2 64.2 72.9. 
1951 72.1 59.8 54.9 83.4 69.2 68.0 71.1 
1952 72.8 60.4 55.9 84.4 69.5 69.6 72.0 
1953 72.5 60.6 55.6 85.8 69.3 69.9 72.4 
1954 73.5 60.3 56.6 86.7 68.3 70.4 73.5 
1955 74.3 64.2 58.2 88 .9 71.4 69.5 72.7 
1956 74.3 63.7 57.5 89.7 71.0 70.1 74.0 
1957 74.2 64.7 56.0 89.3 69.2 69.8 76.4 
1958 75.4 65.9 58.6 89.9 71.2 70.4 75.6 
1959 75.6 65.9 61.3 90.6 72.0 70.0 74.5 
1960 75.1 65.9 60.4 88.7 72.6 69.3 72.5 
1961 76.1 65.6 63.4 86.8 72.2 72.1, 72.5 
1962 75.8 66.2 63.6 86.4 74.3 72.4 72.1 


* Sources: 1929-49, Survey of Current Business, August, 1956; 
1950-59, ibid., August, 1962; 1960-62, ibid., August, 1963. 
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RATIO SCALE 


FLORIDA 


TEXAS 


VIRGINIA 
WEST VIRGINIA 


LOUISIANA 


THE SOUTH 


GEORGIA 
TENNESSEE 


KENTUCKY 


1930 1940 1950 1960 


Chart III. State and Regional Relatives of United States Per 
Capita Income, 1929-62 
Source: Table 5 


intensity with which various industries are affected and that the states 
have different compositions of industry. It is doubtful that any selec- 
tion of years would work uniformly well for all states in the South." 


13. This is a considerable body of evidence on the differential effects of cycles 
on industries. The work of the National Bureau of Economic Research, starting 
with Wesley Mitchell, Business Cycles: The Problem and its Setting (New York, 
1927), deserves particular mention. Regarding the relationship between industrial 
composition and business cycles in the states, see Hanna, op. cit., and the NBER 
occasional paper by George Borts, “Regional Cycles of Manufacturing Employ- 
ment in the United States, 1914-1953,” also published in Journal of the American 
Statistical Association, LV (March 1960), 151~211. The problems of measure- 
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Table 6. Annual Rates of Change in State Income Relatives 
between Fixed Pairs of Selected Years* 


(Percentage Rate of Change) 


State 1929-40 1940-45 1945-58 1958-62 
The South l 


Alabama 
Arkansas 
Florida 
Georgia 
Kentucky 


© 


ereeres| 
See eee DD 


Louisiana 
Mississippi - 
North Carolina 1 
South Carolina 2. 
Tennessee 


| 
—_ 
POND OORON THORH 


Texas 
Virginia 
West Virginia 


i) 
WNA AUNBOW Woes 


e | SO KWWOE Whe Dor 

mR me COOOW AMMHO 

Or im > ew BOO Herre w& 
I 


* Source: Table 5. 
® Less than .05 percent. 


If interest is confined to the question of the extent to which the 
states in the South follow the general pattern of the region as a whole, 
then the simple annual rates of change in relatives during the three 
periods, 1929-40, 1940-45, and 1945-59, will provide a rough indica- 
tion. Such measures necessarily ignore some of the differential cyclical 
and irregular changes among the states. The effects of irregular forces 
on a state’s income for a particular year can be quite large, especially 
if changes in agricultural prices are conceived in these terms. To 
identify these forces, even more to measure them and adjust for their 
effects for even a single state, is beyond the scope of this paper. 


ment are discussed more fully in Hanna, “Relative Growth Among Regions,” 
Bulletin de L’Institut International de Statistique, Vol. XXXVI, Book 4, pp. 143- 
58, where growth rates computed by alternative methods are given. Using 
regression methods to separate secular or persistent changes from cyclical and 
irregular ones, the following annual rates of growth were obtained for the 1929- 
54 period: South Carolina, 2.4 percent; Virginia, 1.9; North Carolina, 1.8; Georgia, 
1.3; Florida, 1.0; Arkansas, .9; Texas, .9; and Louisiana, .7 percent. Only when 
farm income is excluded are significant trends discernible for Kentucky (.6), 
Tennessee and Alabama (.9 percent). Significant trends, over and above cyclical 
and irregular forces, were not found for West Virginia or Mississippi. The fact 
that during the years since 1945 the state relatives have tended to fluctuate 
within narrow limits and that cyclical fluctuations have been increasingly less 
severe would, perhaps, operate to reduce the effectiveness of the regression 
method if it were to be applied to the longer period, 1929-62. 
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Table 7. Interstate Dispersion of Per Capita Incomes, 
United States, the South, and the Nonsouth, 1929-62* 


STANDARD DeEvIATIONS* ' CoEFFICIENTs OF VARIATION? 
United United 

Year States South Nonsouth States South Nonsouth 
1929 259 72 198 36.9 18.7 24.2 
1930 242 71 188 38.9 21.6 25.8 
1931 208 63 166 39.5 22.0 26.9 
1932 163 50 136 41.0 23.3 29.2 
1933 147 43 127 39.4 19.8 29.5 
1934 155 46 132 36.9 18.4 27.2 
1935 * 158 51 118 33.7 18.5 21.8 
1936 183 60 127 34.4 19.2 20.5 
- 1937 186 68 136 32.6 19.9 * 20.8 
1938 » 172 68 131 32.9 21.4 21.7 
1939 183 73 135 33.1 21.8 21.2 
1940 196 : 7% 147 33.1 21.2 21.5 
1941 219 79 . 160 30.6 17.6 19.5 
1942 244 101. -—s«169 26.9 16.7 16.4 
1943 283 131 197 25.8 17.3 15.9 
1944 281 133 198 23.6 15.6 15.0 
1945 279 133 195 22.7 14.9 14,3 
1946 295 131 207 23.6 14.9 14.9 
1947 297 144 190 22.6 15.5 13.0 
1948 303 137 181 21.4 13.6 11.5 
1949 291 181 182 21.2 18.0 12.0 
1950 322 186 199 21.7 17.3 12.1 
1951 351 192 212 ~ 21.4 16.2 11.6 - 
1952 359 198 218 20.8 15.8 11.5 
1953 377 196 238 21.1 15.1 12.1 
1954 ~ 364 211 232 20.6 16.2 12.0 
1955 382 203 262 20.5 14.7 12.8 
1956 | 411 224 287 20.8 15.3 13.3 
1957 425 244 289 20.8 16.1 12.9 
1958 400 230 262 19.4 14.8 11.7 
1959 425 234 292 19.7 - 14.4 12.4 
1960 432 220 292 19.5 13.2 12.1 
1961 439 177 323 19.4 10.3 13.1 
1962 452 223 309 19.1 12.4 12.0 


* Sources: 1929-49, Survey of Current Business, August, 1955; 1950-59; ibid., 
August, 1962; 1960-62, ibid., August, 1963. 

a The square root of the weighted average of the squared deviations from the 
weighted mean of the states. The midyear populations of the states were used as 
weights. The District of Columbia is excluded from these calculations. 

b The standard deviation expressed as a percentage of the mean. 


The simple average rates of change (Table 6) are useful mainly 
in reading Table 5 and Chart III. For 1929-40, the rates among the 
states vary significantly—and three states show declines during this 
period. During the war period only one state, Virginia, shows a de- 
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crease, and this is a moderate one. In the postwar period all of the 
increases are moderate and only Tennessee shows a decrease. The 
patterns of increases noted for the South can, therefore, be said to 
be a meaningful average, at least during the war and postwar periods, 
though-the effects of particular states are evident. Texas, with more 
than one-fifth of the income of the region, affects the weighted region- 
al averages particularly. 


Interstate Dispersion 


From the fact that the per capita income relatives have 
been increasing in the South, where incomes are below the United 
States average per capita income, it may be inferred that the relative 
interstate dispersion in the nation is decreasing. A measure of this 
interstate dispersion is provided in dollar terms by the standard 
deviation and in relative terms by the coefficient of variation (Table 7 
and Chart IV). 


COEFFICIENT 
OF VARIATION 
{ PERCENT 


1929 se 1939 . 1949 


Chart IV. Interstate Coefficients of Variation for Per Capita 
Personal Income, 1929- 62 | 
Source: Table 7 
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For the United States as a whole, the interstate standard deviation 
has tended to increase with increasing income and to decrease with 
decreasing income but at a rate somewhat slower than that for income. 
Consequently, the interstate coefficient of variation has tended to 
increase with decreasing income and to decrease with increasing in- 
come. The interstate coefficient of variation reached a peak in 1932, 
decreased steadily to 1935, leveled off during 1936-40, decreased rap- 
idly during the war years, and fluctuated within narrow limits around 
21 percent during 1948-57; and it has decreased to 20 percent or below 
since then. 

Among the thirteen states in the South, the tendency for the stand- 
ard deviation to vary directly with average per capita income is some- 
what weaker than that for the nation. Consequently, the changes in 
the interstate coefficient of variation in the South often are larger and 
sometimes in a direction opposite to that of the nation. During the 
war years, the interstate coefficients decreased from a level of around 
19-21 percent to about 15 percent. The uneven rates of growth among 
the thirteen states in the South have caused these coefficients to vary 
from 14 to 18 percent from 1947 to 1959 and to decrease to the 10-13 
percent level since 1959. 

The change in the interstate coefficient of variation among the 
thirty-five states in the Nonsouth followed much the same pattern as 
those for the forty-eight states, though the percentage decrease from 
1932 to 1947 was more pronounced. Since 1947 the interstate coefli- 
cients have varied within the 11 to 13 percent range, a level that is. 
about one-half that found for the early thirties. 

From the War until 1959, the states within the South continued to 
be almost as dispersed relatively as they were during the war years, 
but since then have become more closely grouped around their mean. 
A similar adjustment in the Nonsouth occurred much earlier. Since 
the onset of recovery from the Great Depression, the. mean per capita 
incomes of the states in the South and those in the Nonsouth have 
moved relatively closer to the mean per capita income of all states.1* 


Regression 


The differential behavior of the per capita incomes of the 
states in the South and those in the Nonsouth can be shown also, 


14. Because of the slow and consistent changes in state populations, the 
distributions of total variation (above, Table 2) lead to much the same con- 
clusions without, however, the precision afforded by the coefficients of variation 
(Table 7). 
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Chart V. Regression of 1958 on 1929 State Per Capita Incomes 


Sources: 1929, Survey of Current Business, August 1955; 1958, ibid., August 
1959. 
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perhaps with some net gain in clarity, by the use of still another 
statistical technique, that of regression. For this purpose, a single 
example, the regression of 1958 on 1929 per capita incomes, has been 
chosen (Chart V).1° The thirteen states in the South and the thirty- 
five states in the Nonsouth are identified by distinctive symbols, the 
mean incomes for each group of states are shown, and least-squares 
regression lines have been fitted to the thirteen states in the South, to 
the thirty-five states in the Nonsouth, and to all forty-eight’ states. 

The least-squares line fitted to all forty-eight states shows a marked 
regression of the state per capita incomes toward their 1958 mean.¢ 
The positive intercept of this line and the fact that its slope (1.7) is 
less than that of a line depicting proportional changes (3.9) indicates 
that there is some regression toward the national mean for 1958; that 
is, there is a tendency for the states below the 1929 mean to increase 
relatively more, and those above the 1929 mean to increase relatively 
less, than did the means themselves.17 

The regression line for all forty-eight states is not too far from that 
for the states in the Nonsouth!® and passes close to the intersection of 
1929 and 1958 means for this subgroup of states. The regression line 
for the nation thus describes quite well the tendency of the per capita 
incomes of the states in the Nonsouth to regress toward their own 
mean. The slope of the regression line for the states in the South!® is 


15. This chart was prepared before data for later years became available. 
Except for the fact that any pair of years contains the effects of (unknown) 
irregular forces, they provide information on the changes over a twenty-nine-year 
period, which should be sufficiently long to dampen these effects. 

16. Where Y is the 1958 per capita income, and X that for 1929, the regres- 
sion line is: Y* = 858 + 1.7X. The state per capita incomes used in these com- 
putations are unweighted; consequently, the means differ from those shown in 
Table 4. Because of the differential change in state populations between the 
two years, weighting would have required the use of some average population 
or the population of an intermediate year. Weighting the states is tantamount to 
treating each person in a state as having the state’s mean. per capita income, 
and none of the available weights would yield an average income which equaled 
the national per capita income for either year. The use of unweighted data 
treats each state as a singlé observation. 

17. The expectation of regression is discussed in general terms in Harold E. 
Hotelling, “Review of Horace Secrist’s The Triumph of Mediocrity in Business,” 
Journal ‘of the American Statistical Association, XXVIII (1933), 463-65, and in 
an exchange between Secrist and Hotelling, ibid., XXIX (1934), 196-200. It is 
discussed in the specific terms of state per capita incomes in Hanna, State Income 
Differentials, pp. 50-59 and 215-31. 

18. Using the same symbols as above with thé addition of the subscript n to 
denote the Nonsouth, the regression line is: Y*, = 1025 + 1.5X,. 

. 19. Again, using the same symbols as above with the subscript s to denote 
the South, the regression line is: 2 Y= = = 391 +2. 8X,. 
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much steeper, however, and indicates somewhat less of a tendency for 
these states to regress toward their own mean or toward those of the 
nation than is found in the Nonsouth. Alternatively, among the states 
in the South there was a tendency for their per capita incomes which 
were below their own mean in 1929 to increase relatively more than do 
those above their own mean, but this tendency is less pronounced 
than it is among the states of the Nonsouth. Moreover, all the states 
in the South (except Georgia) which were below their own mean in 
1929 have lagged behind the relative increase indicated by the behavior 
of all states, while four of those above the mean of the South in 1929— 
Louisiana, Virginia, Texas, and Florida—experienced increases which 
equaled or exceeded those indicated by the national regression line. 

This analysis singles out for special attention eight states in the 
South—Mississippi, South Carolina, Arkansas, Alabama, North Caro- 
lina, Kentucky, Tennessee and West Virginia—that had per capita 
incomes among the lowest in the nation in both 1929 and 1958 and 
which apparently have lagged behind the national patterns of differen- 
tial growth. Having isolated these states, this type of analysis is 
powerless to pinpoint the factors associated with their distinctive be- 
havior. The search for these factors will proceed first in terms of 
income components and then in terms of the major industrial sources 
of income. 


il. Changes in Income Components 


The period since 1929 has seen personal income decline by 45 
percent in the four years following the prewar peak in 1929, and then, 
with only a few halting steps, rise continuously over the next twenty- 
nine years (Table 8).- From its Depression low in 1933, personal 
income had by 1962 grown nine-fold when measured in current dollars. 

During these thirty years, transfer payments became a more im- 
portant source of income, increasing from less than 2 percent to 4-6 
percent ‘of personal income. With the decline in unemployment, the 
share going to labor increased from around 60 percent to about 70 
percent of personal income. Proprietors’ income, more sensitive to 
price changes’ ‘than other components, has varied within the range of 
10 to 20 percent of personal income but has shown no distinctive trend. 
The share of property income, which was around 22 percent during 
1929-33, declined steadily from 1934 to 1942, and has been in the 10- 
13 percent range since then. 

To what extent has the South participated in these changes in the 
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Table 8. Personal Income and its Components, 
United States and Share of South, 1929-62* 


Transfer Payments 


Propri- 
Total Labor etors’ Property Contri- 
Year Income Income Income Income Gross butions Net 


United States (Billions of Dollars) 


1929 $85.7 $50.9 $14.8 $18.7 $1.5 $.1 $1.4 
1930 76.8 46.6 11.5 17.2 1.5 1 1.4 
1931 65.6 39.5 8.7 14.8 2.7 1 2.6 
1932 50.0 30.8 5.3 11.9 2.2 al 2.0 
1933 47.1 29.3 5.6 10.2 2.1 1 2.0 
1934 53.5 34.1 7.0 10.4 2.2 2 2.0 
1935 60.1 37.1 10.4 10.4 2.4 2 2.3 
1936 68.4 42.4 10.5 12.2 3.5 2 3.3 
1937 73.8 46.6 12.7 12.7 2.4 6 1.9 
1938 68.4 43.4 11.1 11.6 2.8 6 2.3 
1939 72.8 46.4 11.6 12.3 3.0 6 2.4 
1940 78.5 50.3 13.0 12.7 3.1 7 2.5 
1941 96.0 62.5 17.4 13.8 3.1 8 2.3 
1942 122.4 81.8 23.9 14.6 3.1 1.1 2.0 
1943 148.4 103.6 28.2 15.4 2.9 1.7 1.3 
1944 160.1 112.7 29.6 16.2 3.5 1.9 1.7 
1945 164.6 112.4 30.8 17.2 6.1 1.9 4,2 
1946 175.7 111.5 35.3 19.6 11.3 1.9 9.4 
1947 189.1 123.7 34.4 21.2 11.8 2.1 9.7 
1948 207 .4 136.5 38.4 23.4 11.3 2.1 9.1 
1949 205.5 136.0 34.1 25.1 12.4 2.2 10.2 
1950 225.5 148.9 36.1 28.3 15.0 2.9 12.1 
1951 253.0 173.2 40.8 29.8 12.5 3.4 9.1 
1952 269.1 187.6 40.9 31.2 13.1 3.7 10.4 
1953 283.1 200.5 39.2 33.2 14.2 3.9 10.2 
1954 285.3 199.3 39.2 35.3 16.2 4.6 11.6 
1955 306.6 215.2 41.4 37.7 17.5 5.2 12.3 
1956 330.4 233.2 43.7 40.5 18.8 5.8 13.0 
1957 347.9 245.0 44.5 43.4 21.7 6.7 15.0 
1958 356.3 246.0 46.6 44.7 26.1 6.9 19.1 
1959 381.3 266.3 46.5 49.0 27.4 7.9 19.5 
1960" 397.0 278.4 46.1 52.2 29.4 9.2 20.2 
19614 412.8 286.1 47.9 54.8 33.4 9.5 23.9 
19625 437.4 305.0 49.6 58.3 34.6 10.1 24.5 
South’s Share (Percentage of U.S.) 

1929 15 14 24 10 16 16 16 
1930 14 14 22 10 16 14 16 
1931 15 14 24 10 19 14 19 
1932 14 14 25 10 17 14 17 
1933 15 15 29 10 15 13 16 4 
1934 16 15 28 11 15 14 15 
1935 16 15 25 11 13 13 13 
1936 16 15 26 11 17 13 17 
1937 16 15 26 12 14 15 14 


1938 17 16 25 13 14 15 14 
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Table 8 (continued) 


— Ser 


: Transfer Payments 
Propri- 
Total Labor etors’ Property Contri- 
Year Income Income Income Income Gross butions Net 


South’s Share (Percentage of U.S., continued) 


1939 17 16 25 13 14 15 13 
1940 17 16 24 13 14 15 14 
1941 18 17 24 13 16 16 16 
1942 19 18 24 15 17 20 16 
1943 20 19 24 15 18 25 8 
1944 20 20 25 16 19 25 11 
1945 20 20 24 16 20 25 18 
1946 20 18 24 16 23 21 23 
1947 19 18 25 16 23 20 24 
1948 19 18 24 16 22 20 23 
1949 20 19 26 17 23 20 24 
1950 20 19 25 17 23 20 24 
1951 20 19 25 17 23 21 24 
1952 20 19 25 17 23 20 21 
1953 20 19 25 17 22 20 23 
1954 20 19 24 17 22 20 23 
1955 20 19 26 17 22 20 22 
1956 20 19 25 18 22 20 22 
1957 20 20 24 18 22 20 22 
1958 20 20 25 18 21 20 21 
1959 20 20 25 18 21 20 22 
1960 20 20 24 18 21 20 22 
1961 20 20 25 18 21 20 22 
1962 21 20 25 18 21 21 22 


* Sources: 1929-49, Personal Income by States Since 1929; 1950-59, 
Survey of Current Business, August, 1962; 1960-62, tbid., August, 1963. 
a Alaska and Hawaii are not included. 


nation’s income and its components? One answer to this question can 
be obtained by expressing the income components received by resi- 
dents of the South as a percentage of the consonant figure for the 
nation. When thus viewed, the more rapidly growing personal in- 
come of the South results in an increase of its share from around 14-15 
percent during the downswing of the Great Depression to around 19- 
20 percent beginning with 1942. Its share of the nation’s labor in- 
come is only a shade lower and has shown much the same growth. 
The heavy dependence of the South on farms as a source of income is 
reflected in the South’s larger share of the nation’s proprietors’ income 
—about 25 percent. One obvious implication of the large and almost 
constant share of proprietors’ income is that the income of the South 
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fluctuates with the vagaries of this price-sensitive component. To this 
extent, the income of the South is affected disproportionately by the 
success or failure of the federal price and income support programs for 
its principal crops. 

The South’s share of the nation’s property income, which has tended 
to be small, has grown steadily from around 10 percent in 1929-33 to 18 
percent since 1956. The increasing share of the South may well be a 
part of the nationwide tendency toward a wider geographic distribu- 
tion of this dwindling share of personal income.?° However, in 1958 
about one-third of the property income received in the South flowed to 
residents of two states, Texas and Florida. 

Transfer payments are basically a two-way flow; the gross pay- 
ments to the residents’ of a state or region must be balanced against 
the contribution of residents of the state or region to various social 
security .funds.. The difference between these two flows are the net 
transfer payments to the state or region. To some extent they are 
designed to be contra-cyclical, as in the case of unemployment com- 
pensation, but for other programs such as that for old age and sur- 
vivors the payments may be expected to continue during good eco- 
nomic weather and bad. If the South’s share of transfer payments is 
compared with:the South’s share of labor income, to which these pay- 
ments are most directly related, its share, both on a gross basis and 
on a net basis, is larger than for labor income except for the years 
1935, 1937-45, and those since 1958. The share the South.has con- 
tributed to social security funds also has been as great or greater than 
its share of labor income except for the years 1933-36 and 1938-41. 
During three of the war years the South made about one-fourth of the 
contributions to these funds. There is little in these figures to support 
the notion that the observed increase in the income of the South was 
due in any.appreciable measure to transfer payments. 

The two outstanding facts in these data which help to explain the 
pattern of changes in the South are its heavy dependence upon agri- 
culture, which since the war has not grown as rapidly as other com- 
ponents, and its increasing share of labor income. The rapid rise of 
the labor share during the early years of the war was followed by a 
precipitous decline in the immediate postwar years and a slow recovery 
thereafter. These changes are due in part to the fact that the pay of 
military personnel is attributed to the state in which they are stationed. 


20. The interstate coefficient of variation for property income decreased from 
a high of 69 percent in 1933 to 33 percent in 1954. Hanna, op. cit., pp. 108-9. - 
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Table 9. Income Components and Composition of Income, 
the South, 1929-62* 


Total Propri- Net 
Personal Labor etors’ Property Transfer 
Year Income Income Income Income Payments 


Components (Billions of Dollars) 


1929 $12.7 $7.0 $3.6 $2.0 $.2 
1930 11.0 6.4 2.5 1.8 2 
1931 10.0 5.5 2.1 1.5 5 
1932 7.2 4.3 1.3 1.2 4 
1933 7.3 4.3 1.6 1.1 3 
1934 8.6 5.1 2.0 1.1 3 
1935 9.5 5.5 2.6 1.2 3 
1936 11.0 6.3 2.7 1.4 6 
1937 12.0 7.0 3.2 1.5 3 
1938 11.4 6.7 2.8 1.5 3 
1939 12.1 7.3 2.9 1.6 3 
1940 13.2 8.0 3.2 1.6 3 
1941 17.0 10.6 4.2 1.8 4 
1942 23.2 15.1 5.8 2.1 3 
1943 29.3 20.0 6.8 2.4 1 
1944 32.6 22.4 7.4 2.6 2 
1945 33.5 22.6 7.5 2.7 8 
1946 34.4 20.5 8.5 3.2 2.1 
1947 36.7 22.3 8.7 3.4 2.3 
1948 40.3 25.0 9.3 3.8 2.1 
1949 40.7 25.3 8.8 4.2 2.4 
1950 44.6 28.0 8.9 4.7 2.9 
1951 50.7 33.2 10.3 5.0 2.2 
1952 54.2 36.5 10.1 5.3 2.2 
1953 56.2 38.4 9.9 5.6 2.3 
1954 56.5 38.3 9.5 6.1 2.6 
1955 61.5 41.4 10.8 . 6.6 2.8 
1956 66.4 45.4 10.8 7.2 2.9 
1957 70.1 48.3 10.6 7.8 3.4 
1958 72.8 49.2 11.7 8.0 4.1 
1959 78.1 53.1 11.8 9.0 4.3 
1960 80.8 55.3 11.3 9.6 4.4 
1961 85.0 57.4 12.2 10.1 5.2 
1962 90.4 61.8 12.4 10.7 5.4 
Composition (Percentage of Total) 
1929 55 28 15 2 
1930 59 23 16 2 
1931 57 22 16 5 
1932 60 18 17 5 
1933 59 22 15 4 
1934 60 23 13 4 
1935 58 27 12 3 
1936 58 24 13 5 
1937 58 27 13 2 
1938 59 25 13 3 
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Table 9 (continued) 


Propri- Net 
Labor etors’ Property Transfer 
Year Income Income Income Payments 


Composition (Percentage of Total, continued) 


1939 60 24 13 3 
1940 61 24 12 3 
1941 62 25 11 3 
1942 65 25 9 1 
1943 68 23 8 : 
1944 69 23 8 1 
1945 67 22 8 1 
1946 60 25 ) 6 
1947 61 24 9 6 
1948 62 23 10 5 
1949 62 22 10 6 
1950 63 20 10 7 
1951 65 20 10 4 
1952 67 19 10 4 
1953 68 18 10 4 
1954 68 17 11 5 
1955 67 18 11 4 
1956 68 16 11 4 
1957 69 15 11 5 
1958 68 16 11 6 
1959 68 15 12 6 
1960 68 14 12 5 
1961 68 14 12 6 
1962 68 14 12 6 


* Sources: 1929-49, Personal Income by States Since 1929; 1950-59, Survey 
of Current Business, August, 1962; 1960-62, ibid., August 1963. 
a Less than one-half of one percent. 


Only in 1957 did the South’s share of labor income again reach the 
level it enjoyed in 1944 and 1945. 


Composition of Income 


When each of the components is expressed as a percentage 
of the total personal income for a region or state, the relative de- 
pendence of the region or state upon a particular component is high- 
lighted (Table 9). Such data are unaffected by the relative impor- 
tance of such components in other regions, which is not the case when 
dealing with the region’s share of a national total. Within the region, 
the sum of the components equals the region’s personal income; and 
when the components are expressed as percentages of the total per- 
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PROPERTY INCOME 
1929 1939 1949 1959 


Chart VI. Composition of Personal Income, South and Nonsouth, 
1929-62 
Source: Table 10 


sonal income, the sum of the percentages necessarily equals 100 per- 
cent. This last fact has unfortunate consequences for many compari- 
sons, since a disproportionate increase in labor income, for example, 
means that the percentages for other components necessarily must 
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decrease. For this reason the amounts of each component are shown 
as well as the percentage composition of income. When these pe- 
culiarities of the data on composition are kept in mind, however, use- 
ful comparisons can be made which reflect the differential changes in 
components over time. Interregional comparisons of income com- 
positions for a single year are not affected to any appreciable extent 
by the fact that the sum of the percentages is forced to equal 100. 
Labor income and net transfer payments have become increasingly 
larger sources of income in the South, while proprietors’ income and 
property income have decreased in importance—changes which might 
be expected on the basis of data presented earlier. The national 
figures, which were the basis of previous comparisons, however, include 
the data for the South. A more precise comparison is afforded by the 
changes in composition in the South and the Nonsouth (Chart VI). 
Except for levels of income and some narrowing of differentials, 
the changes in the composition of the South and the Nonsouth have 
been much the same. The Nonsouth is more dependent upon labor 
income and property income and less dependent upon proprietors’ in- 
come than is the South. Net transfer payments in the Nonsouth also 
are equal to or exceed the percentage they are in the South, but little 
can be said about the significance of the small differences observed. 
While labor income has become an inereasingly large source of 
personal income in both the South and Nonsouth, a somewhat larger 
growth in this component is to be noted in the South. The pereentages 
which labor income are of total income in the South and in the Non- 
south were closest together during the war years, but the tendency to 
converge started in about 1937.27. The postwar adjustment was more 
severe in the South, and the changes of the two regions were in 
opposite direction in 1948-50 and in 1955; nevertheless, there was some 
21, The national economic accounting procedures attribute military pay to 
the states in which the members of the armed forces are stationed, and beginning 
with 1940 there was a disproportionate increase in the military pay attributed 
to the South. Measured in percentages of all labor income, military pay in the 
South increased from around 1 percent during 1933-39 to more than 25 percent 
in 1944-45, then decreased to 4 percent in 1946, increased to 8 percent in 1953, 
and was 6 percent in 1958. The argument might be made that all or a part of 
such pay might better be attributed to the permanent home, rather than to 
the temporary military home, of service personnel, particularly since there is 
seldom an intention of changing place of residence, and intention is the usual 
test of residence. Even if such a position were adopted, military pay would 
then be roughly proportional to the numbers in military service, and it is doubtful 
that all of the observed tendency for the interregional differences in the labor- 


income percentages to become smaller would disappear. Certainly the 1937-39 
moves in this direction would not be affected. 
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tendency for the labor income percentages to converge in the postwar 
period. The year-to-year changes in the percentages which property 
income were of personal income follow much the same pattern in the 
two regions. For this component also there has been a tendency for 
the decreasing percentages to converge. 

The South has been and is much more dependent upon proprietors’ 
income than is the Nonsouth. The evidence of a reduction in inter- 
regional differences in the relative importance of this component is 
difficult to assay in the face of very wide fluctuations, and any tentative 
conclusion wrung from these data is not very convincing. As a per- 
centage of personal income, proprietors’ income in the Nonsouth varied 
more from 1929 to 1937 and reached the trough a year later, increased 
more from 1937 to 1942, decreased less in 1943, and since 1943 has 
followed rather closely the changes in the South. In the Nonsouth, 
this component was relatively more important from 1941 to 1950 than 
it had been in 1929, and since 1950 it has been a larger percentage 
component than it was during the depressed years, 1931-34. In the 
South, on the other hand, proprietors’ income was relatively more im- 
portant in 1929 than in any year since then. Since 1953 it has been 
relatively less important than it was at the low point of the Depression 
in 1932. The observed reduction in interregional differences in this 
percentage component thus are traceable almost entirely to differential 
changes during 1937-43, the period when labor income became rela- 
tively more important in the South, rather than to a persistent trend 
that carried over into the postwar period.”* 

During the period under study, the composition of the personal 
income of the South has become more like that of the rest of the na- 
tion. The war mobilization period often obscures the real forces be- 
hind this movement. Sometimes, as in the case of labor income, the 
prewar trend continues in the postwar period. Property income has 
tended toward less regional concentration, and the South appears to 
have participated fully in this regional change. The reduced impor- 
tance of proprietors’ income is found both in and outside of the South, 
and while the major reduction in interregional dispersion occurred 
during the war period, the basic reduction in regional dispersion ap- 
pears to stem from the growing importance of labor income as a conse- 
quence of a protracted period of full employment. During this period, 

22. Many of the changes in the interstate coefficients of variation for pro- 
prietors’ income apparently are attributable to the diverse movements of these 


coefficients for farm proprietors and non-farm proprietors during the 1929-54 
period. Hanna, op. cit., pp. 109-16. 
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Table 10. Personal Income and Composition of Income, 
Years* 


Personal Income 


(Billions of Dollars) Labor Income 
State 1933 1943 1953 1958 19838 19438 1953 1958 

The Nonsouth er 0 $83.5 $162.2 $196.8 63 70 71 69 

The South 7.38 29.3 656.2 72.8 59 68 68 68 
Alabama 4 1.9 3.2 4.4 58 70 69 69 
Arkansas 3 61.0 1.8 2.2 51 59 57 60 
Florida A 2.5 5.0 8.3 61 61 64 63 
Georgia 6 2.4 4.5 5.7 61 69 69 70 
Kentucky 6 1.9 3.6 4.3 58 64 68 66 
Louisiana 56 2.0 3.7 4.9 62 70 68 70 
Mississippi 8 1.2 1.9 2.3 47 53 56 60 
North Carolina st 2.5 4.9 6.3 56 67 67 66 
South Carolina 3 1.3 2.5 2.9 61 72 71 70 
Tennessee 6 2.1 4.1 5.0 59 66 68 68 
Texas 1.5 6.5 138.0 17.0 57 65 68 67 
Virginia 7 2.9 5.2 6.6 64 77 77 75 
West Virginia 5 1.3 2.5 3.0 70 75 76 72 


* Sources: 1933, 1943, and 1953, Personal Income by States Since 1929; 1958, 
Survey of Current Business, August, 1959. 
a Transfer payments are net of social security contributions. 


transfer payments have become an increasing source of income 
throughout the nation. As yet, interregional differences in transfer 
payments seem to be minor.?8 


Differences Among States in the South 


When the compositions of personal income of the thirteen 
states in the South are examined in the light of the findings for the 
region for a few selected years,** two facts stand out (Table 10). First, 


23.In an intensive study based on three selected years, similar conclusions 
are reached by Howard G. Schaller, “Social Security Transfer Payments and 
Differences in State Per Capita Incomes, 1929, 1939, and 1949,” Review of 
Economics and Statistics, XXXVII (February 1955), 83-89. 

24, The years selected are 1933, the start of the upswing from the Great 
Depression and a period presumably containing most of the adjustments gener- 
ated by the Great Depression; 1943, a peak period of the war mobilization effort; 
1953, a decade after the war-time peak and near the end of the Korean affair; 
and 1958, the last year for which data were available when this section was 
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the South, the Nonsouth, and the States in the South, Selected 


CoMPOSITION OF PERSONAL INCOME 
(Percentage of Total) 


Proprietor’s Income Property Income Transfer Payments® 
1933 1943 1953 «1958 1933 1943 1953 1958 1933 1943 1953 1958 
10 18 13 12 23 11 12 13 4 1 3 5 
22 23 18 16 15 8 10 11 4 . 4 6 
24 23 18 16 13 6 8 8 5 3 5 6 
31 33 27 21 11 7 9 11 7 1 6 8 
14 19 16 16 21 11 15 16 4 B 5 6 
22 23 18 15 13 8 9 10 4 b 4 5 
21 27 18 17 16 8 9 10 5 1 5 7 
17 21 17 13 17 8 10 11 4 1 6 6 
36 40 31 23 11 6 8 9 6 2 6 7 
28 26 21 19 12 7 8 10 4 0 4 5 
24 21 17 15 11 6 8 9 4 0 4 5 
23 25 18 16 13 8 9 10 4 1 4 6 
22 25 17 17 17 9 11 12 4 1 3 4 
18 15 11 12 15 8 9 10 3 2 2 3 
13 15 10 10 11 8 9 10 4 1 5 8 


b Less than one-half of one percent. 
¢ Social security contributions exceeded gross transfer payments. 


the findings for the region typify most, if not all, of the states in the 
region. Secondly, there is within these patterns considerable interstate 
variation. 

All of the states in the South, except Virginia and West Virginia 
for every selected year and an occasional state for one or two of the 
selected years, are less dependent upon labor income than is the 
average of the states in the Nonsouth. The dependence on proprietors’ 
income is greater in the states in the South, again except for Virginia 
and West Virginia in 1953 and 1958, than in the Nonsouth as a whole. 
Property incomes play a less important role in personal income in the 
South than in the Nonsouth, except for Florida, where, for 1943 and 
jater years, it is at least as important as in the Nonsouth. 
prepared. An examination of state compositions for 1929, 1938, and 1948, as 


well as for those shown in Table 10, seem to indicate that the selected years 
show adequately both the essential trends and the interstate variations. 
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In spite of this apparent homogeneity of the region’s composition 
of income, there is also considerable variation among the states. Labor 
income, for example, for 1933 varies from 47 percent in Mississippi to 
70 percent in West Virginia, and for 1943 and 1953 it varies from 53-56 
percent in Mississippi to 75-77 percent in Virginia and West Virginia. 
Proprietors’ income tends to be a more important source in Mississippi 
and of less importance in West Virginia. As mentioned earlier, prop- 
erty income is a more important source of income in Florida than in 
the other states in the South. While the state differences in transfer 
payments are hard to discern in the face of much variation from one 
selected year to another, Mississippi and Arkansas appear to receive 
relatively more income in this form than do the other states in the 
South. 

Do these data support the usual hypotheses concerning the rela- 
tionship between income sources and level or growth of income? One 
such hypothesis is that proprietors’ income, which is either cyclically 
sensitive or supported at minimum levels by various federal programs, 
usually is associated with low income-levels and small growth. Among 
the states with the lowest per capita incomes, two—Mississippi and 
Arkansas—have the highest percentages of income from this source. 
There seems to be some evidence that Mississippi, at least, is lagging 
the growth of the other states in the region (above, Chart HI), but 
similar evidence is not found for Arkansas. The other state with but 
little growth—West Virginia—is less dependent upon proprietors’ in- 
come than any other state in the region. While the data for Missis- 
sippi appear to be consistent with such an hypothesis, a single obser- 
vation is scant support for it. 

An alternative hypothesis, that a state’s income grows as it becomes 
more dependent upon labor income, also is confronted with contra- 
dictory state data. Among the states with the most growth, Florida, 
Texas, and Virginia, there was an increase in the percentages labor 
income is of personal income, though this increase was smaller in 
Florida than in Mississippi. On the other hand, West Virginia, with 
a large and growing percentage of labor income, did not experience 
an outstanding growth in personal income. The fact that labor 
income showed increasing importance in most of the states in the 
region, and that with few exceptions most of them grew at about the 
same rate, is not inconsistent with this hypothesis. Neither is the fact 
that there was a somewhat slower growth of labor income in the Non- 
south, whose income also grew more slowly than that of the South. 
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But these facts provide little clue as the lines of causation or even as 
to the direction in which they run. It is just as plausible to hold that 
growing personal income is responsible for full employment and the 
consequent increase in the importance of labor income as it is to argue 
that growing dependence upon labor income leads to a growing 
personal income level. 

Prima facie, such hypotheses are too simple and incomplete. Un- 
doubtedly, the passage from a period of widespread unemployment 
to one of full employment will be accompanied by an increase in the 
share of labor income, at least in the short run. Presumably, the full 
employment of persons will also be accompanied by a fuller utilization, 
if not an expansion, of capital, so that the returns to property may be 
expected to rise also, though perhaps more slowly because of the 
longer time periods of the contracts relating to much of this type of 
income. Whether labor income or property incomes will increase 
more in the long run will depend in part on whether it is labor or 
capital that is most effectively shifted from the less economic uses to 
better ones. Even the period since 1933, which has been one of almost 
unbroken growth in personal income, is too short to provide a defini- 
tive answer to the conjectures. So far, labor income has shown a 
marked growth, while property income, after suffering a large de- 
cline, has tended to stabilize at a little less than three-fifths of its 1929 
level. 


IV. Changes in Major Sources of Income 


For a few selected years there are data for the personal in- 
come arising in four broad industrial categories: the private sector of 
the economy is further classified and shown separately for the farm 
and non-farm segments, and government disbursements are shown 
separately for the federal government and for state and local govern- 
ments. For each of these four categories, the figures shown represent 
the sum of the principal compouents flowing from them to the resi- 
dents of the various states or regions. Thus, income from farming 
consists of the sum of farm proprietors’ income, farm labor income 
(ie., farm wages plus farm “other labor” income), less the contribu- 
tions to social security. Property income generated by farms, however, 
is treated as a part of the private non-farm income, a figure which is 
obtained by subtraetion and thus includes all flows not specifically 
allocated elsewhere. The data for the governmental categories include 
wages and salaries, other labor income, interest, and transfer pay- 
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ments (less the social security contributions of government employees ) 
disbursed to individuals. The allocation between federal government 
and state and local government is based on their ultimate disburse- 
ments (payrolls, interest payments, etc.) and thus are after some re- 
distribution of governmental resources among levels of government 
via grants-in-aid from one governmental unit to another. The lack of 
an adequate statistical base for distributing dividends and other prop- 
erty incomes by industrial origin make further industrial classification 
impracticable. 

While the few industrial categories are of uneven size, the differen- 
tial changes among them are large enough to provide some insights 
into the interregional differences which have arisen since 1929 (Table 
11). Private non-farm income, for example, exceeds the sum of the 
income from the other three categories in each of the selected years. 
The disbursements of the federal government have grown much more 
rapidly than the income from other major industrial categories, pri- 
marily as a consequence of defense expenditures, though they also 
have been affected by the increase in social security and other transfer 


Table 11. Income by Broad Industrial Sources, the South 
and the Nonsouth, Selected Years* 


FEDERAL State & Locat PRIVATE 
GOVERNMENT GOVERNMENT NoN-FARM 
Farm INcomMz DisspurRseMENTs DisBuRSEMENTS INCOME 


Year South Nonsouth South Nonsouth South Nonsouth South Nonsouth 
(Billions of Dollars) 


1929 $2.5 $4.8 $.4 $1.6 $.6 $3.4 $9.3 $63.1 
1933 1.2 1.8 3) 1.8 6 4.0 4.9 32.2 
1940 1.9 3.7 1.3 4.2 8 4.9 9.2 52.5 
1946 5.0 11.5 6.0 16.1 1.4 6.5 22.0 107.2 
1950 5.0 11.0 6.2 16.6 2.6 11.0 30.8 142.4 
1955 5.1 9.3 8.6 23.3 3.8 15.1 42.9 195.2 
1958 5.3 11.6 10.3 30.1 5.3 19.8 52.0 222.0 
Index Numbers (1929= 100) 
1929 100 100 100 100 100 100 100 100 
1933 49 38 127 108 111 116 53 51 
1940 76 78 326 253 139 144 99 83 
1946 201 241 1527 978 234 190 238 170 
1950 202 231 1585 1007 4388 319 332 226 
1955 203 196 2211 1416 656 440 463 309 
1958 216 2438 2628 1827 902 575 561 352 


* Sources: 1929-55, Personal Income by States Since 1929; 1958, Survey of 
Current Business, August, 1959. 
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payments. Farm income has increased somewhat less than the in- 
come from other categories. 

With the single exception of farm income, the increases in the 
South have been larger than those in the Nonsouth. Farm income in 
the Nonsouth declined somewhat more from 1929 to 1933, and has 
shown somewhat greater increases since 1933. In the South, farm 
income has been roughly double its 1929 level in each of the selected 
years since 1946. Compared with 1929, the increases in the South 
have been two-fifths to three-fifths greater than those in the Nonsouth, 
the largest increase being recorded for the private non-farm income 
category. 


Table 12. South’s Share of Broad Industrial Sources of |n- 
come, Selected Years* 


(Percentages of National Totals) 


Federal State & Local Private 
Personal Farm Government Government Non-farm 

Year Income Income Disbursements Disbursements Income 
1929 15 34 19 15 13 
1933 15 40 22 14 13 
1940 17 34 23 14 15 
1946 20 30 27 17 17 
1950 20 31 27 19 18 
1955 20 35 28 20 18 
1958 20 31 25 21 19 


* Sources: 1929-55, Personal Income by States Since 1929; 1958, Survey of 
Current Business, August,. 1959. 


These interregional differentials in the rates of increase have 
changed appreciably the South’s share of the nation’s income in each 
category except farm income (Table 12). The cyclical fluctuations in 
farm income are so large that no distinct trend in the regional shares 
are discernible. The South’s share of governmental expenditures has 
increased by approximately one-third, as has personal income, while 
its share of private non-farm income has increased by more than two- 
fifths. The fact that state and local government disbursements in the 
South have kept pace with federal government disbursements and 
with personal income would have more clear-cut significance had this 
development not been accompanied by a great expansion in federal 
grants-in-aid to state and local governments.”° 


25. One need mention only highways, airport development, and old-age-assist- 
ance programs to be reminded of the magnitude and extent of the expansion in 
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Table 13. Broad Industrial Composition of Income, the 
South and the Nonsouth, Selected Years* 


(Percentage of Personal Income) 


Federal State & Local Private 
Farm Government Government Non-farm 
Year Income Disbursements Disbursements Income 
The South 
1929 20 3 5 73 
1933 17 7 9 68 
1940 14 10 6 70 
1946 15 17 4 64 
1950 11 14 6 69 
1955 8 14 6 71 
1958 7 14 7 71 
The Nonsouth 

1929 7 2 5 86 
1933 5 4 10 81 
1940 5 6 8 80 
1946 8 11 5 76 
1950 6 9 6 79 
1955 4 10 6 80 
1958 4 11 7 78 


* Source: Table 11. 


Another consequence of these differential changes has been the 
declining importance of farm income in the personal income of the 
South (Table 13). During 1955 and 1958, farm income, as a per- 
centage of personal income, has been about one-half as important a 
source as it was in 1929 and 1933. A change in a similar direction, but 
of smaller magnitude, is to be noted also in the Nonsouth, On the other 
hand, the disbursements of the federal government have become a 
much more important part of the personal income of both regions. 
Private non-farm income, always a larger share of personal income in 
the Nonsouth than in the South, has declined slightly in importance in 
both regions. State and local government disbursements, thus viewed, 
have shown no appreciable change. 

In terms of the broad industrial sources of income, examined in 
this section, the greater growth of income in the South, relative to the 
Nonsouth, would appear to be fairly general. The decline in the 
South’s dependence upon farm income, which tends to be lower per 
federal grants-in-aid. An assay of these developments, and the estimation of the 


proportion of the state and local government disbursements which is financed 
through non-federal tax and non-tax revenues, is beyond the scope of this paper. 
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person engaged, is accompanied by a somewhat more rapid growth 
in the income flowing from government and private non-farm pursuits. 


Income from Manufacturing 


Since the search for new manufacturing industry consumes so 
much of the effort of regional, state, and local development agencies, 
it is worth a brief pause to review a few of the income effects of recent 
changes in this important industrial segment.?° Although the data for 
manufacturing typically are more plentiful and in greater detail than 
for most industrial segments, they still do not provide information on 
the residences of the recipients of dividends paid out by corporations 
engaged wholly or chiefly in manufacturing. Consequently, the analy- 
sis is confined largely to earnings and proprietors’ income. 


Table 14. Income from Manufacturing as a Percentage of 
All Income Received by Persons for Participation in Current Pro- 
duction,? the South and the Nonsouth, Selected Years* 


(Percentages of Income for Participation in Current Production) 


MANUFACTURING INCOME 


Year South Nonsouth 
1929 16 28 
1940 17 28 
1948 20 31 
1958 23 32 


* Sources: 1929, 1940, and 1948, Personal Income by States Since 1929; 1958, 
Survey of Current Business, August, 1959. 

4 Consists of wages and salaries, other labor income, and proprietors’ income, 
exclusive of the earnings of military personnel. 


Income from participation in manufacturing activity has been a 
growing share of the income from participation in all forms of current 
productive activity both in the South and the Nonsouth (Table 14). 
In the South it has increased from around 16 percent in 1929 to 23 
percent in 1958 of all income from current productive activity, an in- 
crease of some 40 percent. In the Nonsouth, where manufacturing 
in 1929 accounted for more than one-fourth of all income from cur- 
rent productive activity, the growth has been of the order of 15 per- 
cent. Relatively, therefore, the South has recorded some overall 
gains.°" 

26. Detailed consideration of the changes in the industrial structure of the 


South and their consequences is beyond the subject of this paper. 
27. Much the same kind of gain is shown by the differential increases in the 


278 Frank A. Hanna 


Table 15. Some Attributes of Manufacturing Income, the 
South and the Nonsouth, Selected Census Years* 


AVERAGE ANNUAL 


Soutu’s PERCENTAGE EARNINGS FROM PAYROLLS AS 
SHARE OF ALL MANUFACTURING® A PERCENTAGE 
MANUFACTURING (SouTH AS A oF VALUE ADDED 
Census = PERCENTAGE OF © ——————_— 

Year Employment  Payrolls Nonsovuts) South Nonsouth 
1929 16 11 66 43 47 
1939 17 12 67 47 53 
1947 17 13 75 46 54 
1954 17 14 76 50 58 
1958 19 15 77 48 57 


* Sources: Census of Manufactures for specified year. 

a Average annual earnings were computed for each region by dividing total 
payrolls by the total number of employees. The avcrage annual earnings thus 
computed for the South were then expressed as a percentage of the consonant 
eamings for the Nonsouth. 


These gains show up in the South’s increasing share of manufactur- 
ing employment and payrolls (Table 15). The percentage increases 
from 1929 to 1958 in the South’s share has been about 22 percent 
for employment and 38 percent for payrolls. This differential growth 
implies some gain in average earnings relative to the Nonsouth. Manu- 
facturing earnings per worker in the South in 1929 were about two- 
thirds those of the Nonsouth; since 1947 they have risen to about 
three-fourths the level in the Nonsouth. 

These changes are difficult to interpret with confidence. The fact 
that manufacturing earnings in the South are lower than those in the 
Nonsouth would suggest that the South’s manufacturing industries 
require relatively fewer skilled workmen, on the average, than those 
of the Nonsouth. The ratios of payrolls to value added for the two 
regions add some little support to this view. An intensive study of 
the manufacturing data for 1947 by states shows that this is the case 
for that year.*® At the same time, there is also much evidence that 
earnings for a given skill are lower in the South.*® As a consequence, 
there is some question as to whether the relative rise in the earnings 
levels of the South, as compared with the Nonsouth, indicates some 
convergence of earning rates for the same skills or some increase in 
percentages of employed persons attached to manufacturing during the 1940 and 
1950 census periods. In the South the increase was from 16 to 19 percent, an 18 
percent gain; in the Nonsouth, from 26 to 28 percent, a 9 perccnt gain. 


28. Hanna, op. cit., pp. 150-58. 
29. Ibid., pp. 128, 142, 157, 162, passim. 
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the level of skills required by the South’s manufacturing plants. The 
greater percentage increase in manufacturing employment in the 
South than in the ratio of its per-worker earnings relative to those of 
the Nonsouth suggests that the manufacturing industries which re- 
quire a relatively less skilled labor force have grown as fast, if not 
faster, than those industries which require a relatively more highly 
skilled labor force.®° 

If this highly tentative interpretation is a correct reading of these 
fragmentary data, then much of the observed increase in the income 
of the South during the last three decades can be attributed to a 
migration from the underemployment on farms to somewhat fuller 
employment in relatively low-skill industries. This movement is still 
in progress and undoubtedly further increases in income can be at- 
tained in this way. Perhaps such a process will further narrow the 
gap between the per capita incomes of the South and the Nonsouth, 
but it can hardly be expected to close it. Low-skill industries may 
provide incomes superior to those from farming, but the income 
potential even of the low-skill industries can hardly be realized in 
the absence of competition by the more highly skilled industries for 
the more competent members of the labor force. Apparently such 
competition is needed to bring the South’s earning rates for given 
occupations and industries up to the national average. 


V. Demographic Factors 


Reliance on the observed relationships between income and 
various broad population groups, such as those by city size, 
race, sex, family size, and rates of population increase, often is com- 
pelled by the absence of data on more direct measures of the sources 
of income differentials, such as the occupation, education, age, and 
the attained skills of income recipients. For the most part the group 
characteristics reflect imperfectly factors which may be associated 


30. Victor R. Fuchs, in “Changes in the Location of U.S. Manufacturing 
Since 1929 (an Interim Report),” a paper presented at a joint session of the 
American Economic Association and the Regional Science Association, December 
28, 1958, provides tangential support for this interpretation. When the relative 
rates of national growth of the industries found in the states in the South are 
taken into account, the 1929-54 growth of manufacturing employment and value 
added relative to that of the nation is greater than when these differential in- 
dustrial-growth rates are ignored. ‘This would indicate that, on the average, 
the 1929 industries in the South were among those growing more slowly and 
that much of the overall growth in the South has been in these industries (which 
characterized the manufacturing segment of the South at the earlier date). He 
presents a similar finding for 1947-54. 
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more directly with income differentials in some economic sense.*! As a 
consequence, the observed relationships with these group character- 
istics at best are tenuous, and seldom do they afford a reliable base for 
useful inferences.*? In this paper an attempt is made to deal with the 
characteristics of recipients which are directly related to their contri- 
butions to production and income formation. The less direct and less 
reliable reflection of these characteristics provided by various group- 
ing devices using demographic criteria largely are ignored. 

In the estimation of national income and its personal income vari- 
ant, the residents of the nation are considered the ultimate benefici- 
aries of all productive activity, rather than as a factor of production. 
The expenses incident to the training of workers and their maintenance 
in a state of good health thus are not considered “costs” of production. 
Similarly, activities incident to consumption, such as the preparation 
by the housewife of food for home consumption or the husband’s 
shaving himself, are not considered a part of the nation’s productive 
activity. Neither is the worker considered to be a “capital good” 
having some value.*? For the most part, such concepts are essential 
to obtain meaningful totals from the flows of income and economic 
goods. They do, however, ignore the expenses incurred in raising 
and educating children who migrate early in their productive life 
from one region to another. To the extent that such a problem does 
arise at the national level, it is unlikely to be serious, and many of its 

31. The distinction between economic and non-economic factors is difficult 
to delineate with precision. Conventions against the use of mixed groups (men 
and women, white and non-white, etc.) at a given task certainly is a fact of 
some economic significance, even though the convention may be based on preju- 
dice rather than on any difference between aptitudes or performance. At the 
same time it is doubtful whether such conventions could long persist if the bank 
of available skills did not exceed greatly the demand for them. Thus, the exist- 
ence of prejudicial conventions, and the income differentials associated with them, 
often can be viewed more fruitfully as a consequence of a maladjustment between 
the supply and demand for economic resources than as a factor generating the 
maladjustment. 

32. Hanna, op. cit., p. 214, 

33. These principles are mentioned in National Income, 1954 Edition (Wash- 
ington, D.C., 1955), pp. 37-38, and are treated more explicitly in Milton Gilbert, 
George Jaszi, Edward F. Denison, and Charles F. Schwartz, “Objectives of 
National Income Measurement,” Review of Economics and Statistics, August, 
1948, They are not followed rigorously in every instance, partly because of 
Statistical difficulties and partly because of the adoption of a rule of thumb, 
“goods sold not for resale,” to distinguish final from intermediate product. The 
furnishing of meals, medical care, and even housing without charge to employees 


is looked upon as a deductible business expense and not as income to the recipient 
when it can be shown that such expenses lead to increased product. 
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consequences can be controlled through immigration laws and similar 
devices. 

It was mentioned earlier that the population of the South contained 
a disproportionately large number of persons under 20 years of age— 
enough, in fact, to lead it to be called the “seed bed of the nation.” 
These are the age groups which typically have not yet entered the 
labor force. The existence of differential proportions among age 
groups affect interregional comparisons in two ways. First, to the 
extent that there are uncompensated expenses in the rearing and edu- 
cation of youthful persons to the point that they can become produc- 
tive members of society, a region with an excess number of them 
receives no direct credit in the income estimates for this type of 
contribution to the nation’s product. It must be recognized, however, 
that the failure of the young persons to migrate to areas where there 
was a greater demand for their skills might very well lead to a further 
disparity in regional incomes. The results of an attempt to measure 
the net effects of migration on regional incomes probably would de- 
pend more upon the assumptions made regarding economic alterna- 
tives than upon the magnitudes of relevant data. Secondly, the 
numbers of those who are too young to contribute to income genera- 
tion enter the denominator of the per capita income computation. 
Thus a region with an excess proportion of persons in the lower age 
groups will have a per capita income that is lower relative to other 
areas. This effect can be eliminated by basing the interregional ad- 
justments for population size on the numbers of persons in the produc- 
tive ages. 

Personal income can be adjusted for interregional differences in 
the populations which are twenty-one years old or older by computing 
income per adult. The interregional differences in income per adult 
are appreciably lower than those for income per capita, especially 
for the earlier years of the period under study (Table 16). Since the 
differences in the incomes per capita and per adult are proportional 
to the populations used in their computation, a measure of the re- 
duction in the interregional differentials is provided by the final 
column of Table 16. Since the compositions of the populations in the 
South and Nonsouth are becoming more alike, the reduction in income 
differentials is smaller in the more recent years. When the disparity 
in the proportion of persons under twenty-one years old is removed, 
the interregional income differences are reduced by somewhat less 
than 10 percent. 


Table 16. Income per Adult, by Region, Selected Years* 


Persons 21 YBARS AND 


Revatives or U.S, Personau OLDER AS A PERCENTAGE OF 
Income (Percent) ToTaL PoruLATION 
Persona Income Per Apuut* 
(Dollars) Per capita Per adult Percentage, 

--_oo South of 
Year US. South Nonsouth South Nonsouth South Nonsouth South Nonsouth Nonsouth 
19380 $1,053 $ 627 $1,187 53 j17 60 113 53 62 85 
1940 935 627 J 037 60 115 67 ill 57 66 87 
1950 2,315 1,811 2,485 72 110 78 107 59 66 89 
1957 3,375 2,679 3,612 74 110 79 107 56 62 91 


* Sources: The personal income and per capita income figures are from table 4. The population data are from the Statistical 
Abstract of the United States, 1931; ibid., 1944-45; and ibid., 1959. 

a The personal income received by the residents of an area divided by the number of persons in the area who are twenty- 
one years old or older. The population figures for the census years are as of the census date, and as a consequence are not 
strictly comparable with per capita figurcs which are from Table 4, and which are based on populations as of July 1. The 
difference in the census period and July 1, however, would have a negligible effect on the relatives and on the percentage of the 
population which were twenty-one years old or older. The 1957 population figures relate to the civilian population. 
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While the interregional differentials in the age compositions of the 
populations have important policy implications for such issues as 
federal aid for education, their significance for income differentials 
should not be overestimated. To some extent, at least, the expenses 
connected with the raising of children are of the nature of a consumer 
expenditure that may be enjoyed much as a similar expenditure made 
for other purposes. The adjustments of the regional incomes to a per- 
adult basis is a sufficient one for most policy purposes; a further 
adjustment for the fact that those living in areas with an excess pro- 
portion of persons below productive ages are faced with additional 
expenditures for their care and education does not appear to be 
warranted. Such differences in regional expenditure patterns are to 
be found in housing, heating, cooling, and even in food. Such differ- 
ences in expenditures, however, may follow but are unlikely to contrib- 
ute much to the income level of an area. So far as I know, no one 
has yet shown that the proportions of young persons in the South 
have reached such magnitudes as might affect adversely the produc- 
tivity of the adult population. 


VI. Distributions of Income by Size 


Although interregional differences in the distributions of in- 
come by size tend to raise more questions than they answer, a study 
of this kind should mention, at least, the growing body of recent data 
relating to this interesting field. 

There are two lines of development in the interregional compari- 
sons of income distributions that are worthy of note. The first, follow- 
ing Kuznets, is concerned with the shares of the upper income 
groups.** These studies, based largely on income tax returns, have 
produced state estimates of the percentages of total income flowing, 
per person, to those in the top 0.5 percent, top 1 percent, and top 5 
percent of the income scales for 1919, 1929, 1933, 1937, and 1953.%6 
The other line of development is based on an extended use of sampling 
techniques by the Bureau of the Census to obtain regional distribu- 

34. Simon Kuznets, Shares of Upper Income Groups in Income and Savings 
(New York, 1951). 

35. These estimates are in unpublished dissertations by Hyman Menduke, 
“Shares of the Upper Income Groups in Income by States, 1919, 1929, 1933, and 
1937” (University of Pennsylvania, 1952) and Seymour S. Goodman, “Income 
Inequality in States and Regions” (The Johns Hopkins University, 1960). The 
first covers the first four years mentioned; the latter extends the analysis to 


1953. Both of these studies follow Kuznet’s economic income variant reduced 
to a per-person basis, op. cit., pp. xxxii-xxxiii. 
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Table 17. Percent of Income Received by the Top 1-Per- 
cent* Group, Selected Years 


Region or State 1953 1937 1933 1929 
The South 6.8 12.8 12.5 12.7 
The Nonsouth 6.1 12.1 11.3 12.5 
Alabama 7.1 12.7 12.8 12.5 
Arkansas 6.9 11.1 11.4 10.8 
Florida 7.4 18.3 13.2 15.0 
Georgia 6.9 13.6 13.2 13.4 
Kentucky 6.7 12.2 13.6 14.0 
Lousiana 7.4 13.2 11.7 12.3 
Mississippi 7.0 12.0 11.5 11.0 
North Carolina 7.0 12.5 12.6 13.0 
South Carolina 5.9 10.5 11.0 13.0 
Tennessee 6.9 13.2 13.8 14.4 
Texas 7.6 14.1 12.5 12.8 
Virginia 5.8 12.8 15.6 11.9 
West Virginia 5.3 9.9 9.4 10.7 
Memoranda: 
Position of states in Nonsouth with 
respect to range of percentages in the 
South (number of states) — 
Below range 5 11 9 13 
Above range 2 1 1 6 
Within range 28 23 25 16 


* Sources: 1929, 1933, and 1937, unpublished dissertation by Hyman Menduke 
(University of Pennsylvania, 1952); 1953, unpublished dissertation by Seymour 
S. Goodman (The Johns Hopkins University, 1960). The regional averages are 
unweighted. 


tions of money incomes among recipients and families on an annual 
basis. So far, the only analysis of these regional data that has come to 
my attention is that by Atkinson.°* These approaches will be discussed 
in order. 


Upper Income Groups 


The relatively low level of incomes in the South, coupled with 
the higher dollar incomes below which one did not have to file an 
income tax return, prevented the estimation of the income shares 
going to those below the top 1 percent group for all but five states 
for three of the four earlier years analyzed.** The war and postwar 
extension of the income tax to lower income levels and the rapid 
’ 36. Thomas R. Atkinson, “Money Income Distribution: South vs. Non-South,” 
Southern Economic Journal, XXIII (July 1956), 15-27. 


37. The five states in the South for which 1929 estimates could be prepared 
for the top 3 percent are Florida, Louisiana, Texas, Virginia, and West Virginia. 
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increase in current incomes have made it possible to estimate the 
1953 share going to the top 5 percent group for all states. Compari- 
sons over time, however, will have to be confined to the incomes of 
those in the upper 1 percent of the distributions. 

Judged by these data, the distributions of income in the states in 
the South tend to be among those that are more unequally distributed 
(Table 17). The income per person reported on the return with the 
lowest income included in the top 1 percent of a state distribution 
is so low in many of the states in the South that it would not qualify 
the return to be included among the top 3 percent in some of the 
New England and Middle Atlantic states. The conclusion is in- 
escapable, however, that the low incomes flowing to the residents of 
the South tend to be less equally distributed than are the larger 
incomes flowing to the residents of other areas. 

The range of the percentages flowing to the top 1 percent groups 
in the states in the South is quite broad, though the largest state 
percentage within the region is a smaller multiple (1.4-1.8) of the 
lowest state percentage than are the multiples found for per capita 
income (1.8-2.2). Relative to the distribution of these percentages 
in other states, the range within the South was largest in 1953. This 
1953 expansion of the relative range means that more of the states in 
the Nonsouth have percentages similar to those found in the South, 
and there are but a few states outside of the South which have per- 
centages that are either higher or lower than that shown by some 
one of the Souther states. 

The data from which these measures of inequality are derived are 
not in sufficient detail to permit the isolation of the industrial or 
occupational characteristics of those which comprise the top 1 per- 
cent of the income distribution. Goodman has found significant rank 
correlations (based on the 48 states) between the farm-—non-farm 
ratio of labor and proprietors’ incomes per worker to the percentages 
going to the top 1 percent for 1929, 1937, and 1953.38 This would 

88. The ratios are based on averages of 1930, 1940, and 1950. The rank 
correlations coefficients (Spearman’s) are .3 for 1929 and 1937 and .4 for 1953. 
Similar significant rank correlations are found between the size of a state’s popula- 
tion and inequality. I find it difficult to specify the economic significance of 
this finding. Some of the states in the South arc among those having the larger 
populations, as are some of those in New England and the Middle Atlantic 
states which also have distributions which are among the more unequal ones. 
When military personnel stationed within a state is included in the state’s 
population, the ranks for the states in the South range from 6 to 31, so that 


there are five states with larger populations, thirteen states within the range 
found in the South, and seventeen states with smaller populations. 
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Table 18. Percentage Decreases in the Percent of Income 
Received by the Top 1-Percent Group, 1929-53 and 1937-53* 


Region or State 1929-53 1937-53 
The South 46.7 47.1 
The Nonsouth 51.1 49.5 
Alabama 43.1 43.9 
Arkansas 35.9 37.6 
Florida 50.3 59.3 
Georgia 48.9 49.4 
Kentucky 52.4 45.3 
Louisiana 39.9 44.3 
Mississippi 37.3 41.9 
North Carolina 46.5 44.3 
South Carolina 54.4 44.0 
Tennessee 51.8 47.8 
Texas 40.7 46.1 
Virginia 51.1 54.4 
West Virginia 50.3 46.3 


* Source: Table 17. 


suggest that the heavy dependence for income upon agriculture, with 
its wide distribution of farms by size, accounts for much of the rela- 
tively unequal distribution of the low incomes in the South. 

Kuznets found a marked reduction in the shares of income flow- 
ing to the upper income groups after about 1939.39 To what extent 
have the states in the South participated in this trend? Have the 
fruits of the observed increase in income in the South gone chiefly to 
those occupational groups whose income levels typically are below 
the top levels or has a disproportionate share accrued to those already 
favorably situated? Has the observed decline in the relative impor- 
tance of agriculture, and the increase in the shares going to labor 
and to property, resulted in some reduction in the inequality of the 
distribution in the South? Goodman’s estimates for 1953 make possi- 
ble tentative answers to these questions. 

Whether the change in the shares going to the top 1 percent of 
the income distribution is measured from 1929 to 1953 or from 1937 
to 1953, Goodman’s estimates show a decrease for every state—the 
decreases averaging about 47 percent for each period. For the longer 
period, from 1929 to 1953, about half of the states in the South 
recorded decreases greater than the unweighted average of all states; 
about half, smaller ones (Table 18). For the shorter period, from 


39. Op. cit., Chapter ii. 
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1937 to 1953, only one-third of the states in the South reported de- 
creases greater than the national average. During this period, how- 
ever, only three of the states in the South—Arkansas, Florida, and 
Mississippi—experienced percentage decreases which departed from 
the average by more than three percentage points. In both periods, 
most of the states in the Nonsouth reported percentage decreases 
within the range of those reported by the thirteen states in the South. 

These estimates would seem to indicate that the reduction in the 
inequality of the income distribution, at least as measured by the top 
J percent group, has been widespread, and that the South has partici- 
pated in it to about the same extent as the Nonsouth.*° 


Money Income 


While the marked reduction in the share going to the upper 
income groups is a fact of some significance, more extensive 
data on the distribution of income are needed to reveal whether this 
reduction is the result of the declining relative importance of property 
incomes or the result of the fuller employment of an expanding labor 
force. Much of the property income accrues to those in the upper 
income groups, and some reduction in inequality may be expected to 
accompany the decline in its relative importance.*! A similar reduc- 
tion in the shares going to the upper income groups could result 
from a disproportionate increase in labor income per worker, whether 
through fuller employment (i.e., less unemployment or less under- 
employment) or increases in earnings rates, since such additional 
income swells the total and typically accrues to those below the upper 
income levels. This tendency is strengthened if at the same time 


40. Goodman points out that “the manner of interpolation, in the estimation 
of the population represented on tax returns, in the handling of net capital 
gains . . . and in the use of income payments . . . as the income base” over- 
states the share of the top 1 percent for 1929 and 1937 relative to 1953 “by no 
more than one-fifth.” On the other hand, “the change in the tax definition of 
income and the inclusion of the returns of fiduciaries” in the carlier years would 
operate “to understate the shares for the earlier years relative to those for 1953.” 
He concluded that “the average relative decline in the shares of the top-l-per- 
cent group over either period cannot be less than 30 percent of their average 
level in 1929 and 1937.” It is not known to what extent these factors affect the 
state estimates differentially, although some differences can be expected, due 
to differences in sources of income, industry mix, and occupational mix. 

41. Goodman finds a highly significant rank correlation between the share of 
property income (averaged for 1929, 1937, and 1953) in a state’s income and 
the share going to the top 1 percent in the state for 1929 and 1937, but not 
for 1953. In the latter year, the property income share of personal income was 
12 percent, as comparcd with 22 percent in 1929 and 17 percent in 1937; and, 
as mentioned earlier, its interstate distribution was relatively less dispersed. 
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there is also an increase in the percent of the total population in the 
labor force. 

Information on income obtained by interview methods typically 
understates all incomes, and the amount of understatement increases 
with income size. This reporting bias has been found to be sufficient 
to affect state average earnings per worker in a similar direction.*? 
It can be expected to produce an income distribution that is biased 
in the direction of greater equality, the amount of distortion being 
somewhat larger in the states with the larger average incomes. De- 
spite these biases, it nevertheless seems worthwhile to examine some 
of the available distributions for the light they throw on income in- 
equality in the South. 

The two distributions provided by the Bureau of the Census and 
chosen for examination are those for 1949 and 1958.48 Both are reces- 
sion years, though the recession characteristics of 1958 are much mild- 
er than those of 1949.44 In part this choice is based on the desire to 
use data from the 1950 Census of Population, both because it is the 
earliest year for which regional data are readily available and because, 
being based on a larger sample, more complete details are published. 
Similarly, the 1958 data are for the most recent year of recession. The 
distributions by individual recipients were chosen in preference to 
the family distributions because these are believed to reflect some- 
what better the returns for individual economic effort. 

The distribution among income recipients in the Southern region 
is less equal than that in the nation in both years (Chart VII, panels 
A and B).*° This pattern is consistent with the findings based on the 
upper income groups, although such a result was not necessary sinee 

42. Hanna, op. cit., pp. 120-23. 

43. The 1950 Census of Population, which contains the 1949 data, provides 
data by state, and these could be accumulated to obtain a distribution for the 
South as it is defined throughout most of this study. For 1958, however, regional 
data are available only for the Census regions. Consequently, this section deals 
only with the Southern region as defined by the Census, which also includes 
Delaware, Maryland, the District of Columbia, and Oklahoma, as well as the 
thirteen states which are the subject of this study. 

44, Per capita income for 1949 was below that for 1948 in the nation and 
for all but five of the states outside the Southern region and three of the states 
in the Southern region. The 1958 per capita income for the nation was about 
the same as that for 1957, and declines were recorded only for West Virginia 
in the Southern region and for ten of the states elsewhere. 

45. The United States was chosen as a basis for comparison as a matter of 
convenience. A comparison of the region composed of the ten states classified 


by H. W. Odum, Southern Regions of the United States (Chapel Hill, 1936), 
as the South with the remaining states is given in Atkinson, op. cit. 


Income in the South 289 


there are differences in the states included in the Southern region, 
and the Census data are confined to money income. 

Since median money incomes in the Southern region are but 71 
percent of those for the United States in 1949 and 74 for 1958,4* the 
greater inequality in the Southern region reflects both the existence 
of a larger proportion of persons receiving very low incomes and the 
somewhat lower incomes of workers and proprietors throughout much 
of the income scale. The basic tables also show that there are relative- 
ly fewer persons in the South with incomes over $10,000. Individual 
money incomes in this region thus tend to be lower than those in the 
other regions throughout the entire income scale. 

Comparisons of the distributions for 1949 and 1958 are affected 
by two changes in the treatment of the basic data. First, in the 1949 
distributions, but not in the one for 1958, persons with losses are in- 
cluded in the lowest income class so that the use of the class midpoint 
to estimate the money income received by persons in the lowest class 
for 1949 overestimates its amount relative to 1958. For the latter year, 
persons with losses are shown separately and were estimated to have 
made no contribution, positive or negative, to the income total. 
Secondly, since the numbers of men and women included in the 1958 
sample for the regions are “not available,” it was assumed that the 
ratio of male to female income recipients was the same in the South- 
em region as in the nation. This assumption, which appears to under- 
estimate the number of female recipients in the Southern region, may 
yield a median income that is higher and a distribution for the region 
that is more unequal than the use of possible alternatives.*7 The 
differences between the distributions for the two years are large, 
especially at the lower end of the scale (Chart VIJ, panels C and D). 
It is doubtful that these differences in treatment are responsible for 
more than a small fraction of the observed differences in the two sets 
of distributions. 

The 1958 Lorenz curve for the Southern region is further from 

46. These percentages do not differ greatly from those given in Table 5, 73 
and 75 percent of the consonant national figurc, for per capita personal income 


for the South. 

47. These ratios for 1949 were 1.93 for the United States and 1.96 for the 
Southern region. The ratio in the 1958 sample is only 1.61 for thc United States. 
Since the change in the ratio from 1949 to 1958 was much larger than the inter- 
regional difference in 1949 ratios, it did not scem feasible to base the combina- 
tion of the two groups on 1949 data, even with some arbitrary adjustment. 
The reduction in this ratio, which is only slightly greater than the reduction in 
the ratios of males to females in the employed labor force for this period, 
may have contributed to the increase in inequality in the income distributions. 
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Chart VII. Lorenz Curves of the Distribution of Money Income 
Among Recipients, the United States and the Southern Region, 
1949 and 1958 


Sources: Estimated for 1949 from the 1950 Census of Population, vol. II, 
Characteristics of the Population, tables 138 and 162, and for 1958 from the 
Bureau of the Census, Current Population Reports, Series P-60, Consumer Income, 
No. 33, table 37. In estimating the income in each class, the class midpoints 
were used for all but the top, open-end class. For the open-end classes an 
estimated average income for the class was derived by averaging the per retum 
amounts of adjusted gross income reported on returns in these income ranges 
in the 1955, 1956, and 1957 Statistics of Income, and rounding the result to the 
nearest $100. For 1949, the estimated average for those in the “$10,000 and 
over” class was thus estimated to be $18,700; for 1958, the average for those 
in the “$25,000 and over” class was estimated to be $47,000, In combining the 
1958 distribution for male and female recipients in the Southern region, for 
which the numbers of male and female recipients in the distribution are “not 
available,” it was assumed that the ratio of male to female recipients was the 
same as that reported for the United States. 
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the line of equal distribution at the lower end of the scale and closer 
to the line of equal distribution at the upper end of the scale than 
the one for 1949, crossing in the neighborhood of 85 percent of the 
recipients. Lorenz curves which cross are difficult to interpret satis- 
factorily. About the only statement that can be made with precision 
is that those in the upper 15 percent or so of the distribution received 
a smaller percentage of total income in 1958 than did the upper 15 
percent in 1949. Above and below the point at which the lines cross, 
one has to work with segments and compare the slopes of the two 
curves. Neither the use of straight lines to connect the points pro- 
vided by the data nor the smooth curves passing through these points 
provide a very satisfactory basis for comparisons within small seg- 
ments of the curve. Indeed, it is not clear whether the segments to 
be compared should have terminals which have the same percentages 
of recipients, the same percentages of income, or should lie on a line 
perpendicular to the line of equal distribution. In part, the difficulty 
stems from the fact that the points for one curve do not correspond 
along either axis with the points for the other curve; in part, from 
the fact that we lack knowledge of the distributions of recipients 
within the classes in which the data are tabulated. 

If, in the face of these difficulties, one may be permitted to hazard 
a guess, it would appear on the basis of the slopes of the two curves 
that recipients in the band from about 50-55 percent to around 80-90 
percent received a somewhat greater share of the 1958 income than 
did the recipients in this band in 1949. If this guess is correct, it 
would seem to indicate that it was those in this area of the distribu- 
tion that participated more fully in the fruits of the increases in total 
income in the Southern region. Those below and above this band 
perhaps experienced some increase in income, but the increases in 
their incomes were relatively smaller than the increase in total in- 
come.*8 


48. Of course, the persons in a specific percentage band in one year may 
not be the persons in that band in another year. While there is much stability 
in personal income, as has been shown in Horst Mendershauser, “Changes in 
Income Distribution During the Great Depression,” Studies in Income and Wealth, 
Vol. VII, and Hanna, “The Accounting Period and the Distribution of Income,” 
ibid., Vol. IX, there are also many changes as persons enter the labor market, 
obtain experience, mature, or suffer declines in health, to mention only a few 
of the more common sources of income change. Moreover, the distributions 
relate to differing numbers of recipients. Consequently, it must be emphasized 
that the discussion here is concerned with groups whose members change rather 
than with individuals. Certainly, the percentage increase in the money income 
of a woman who shifted from an unpaid family worker on a farm to factory 
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The 1949 and 1958 distributions for the United States show much 
the same pattern as those for the Southern region. This similarity of 
change, whether it stems from the characteristics of the mild recession 
of 1958, from some quirk in the data, or from the actual situation 
being measured, increases the confidence with which one undertakes 
an interpretation of these curves. Basically, they seem to indicate the 
growth of the middle-income groups both in the nation and in the 
region, and although the income level of this group in the Southern 
region is somewhat below that found elsewhere, the income of the 
Southern region has improved sufficiently to make its effects evident 
in the region’s patterns of consumption. The multiplication of modern 
homes, the increasing proportion of newer automobiles, the types and 
quality of the merchandise being offered in the stores, and other 
easily observed phenomena, perhaps are indicative of some of these 
changes. 

The wide margins between the Lorenz curves for the United States 
and for the Southern region, particularly at the lower end of the 
distributions, are an area in which incomes in the region can be 
raised still further both through a shifting of its human resources from 
the low-income pursuits, such as agriculture, to more productive ones, 
and by obtaining for the industrial skills it now employs earning rates 
which are more nearly competitive with those found elsewhere. 


employment, however meagre the pay, would be greater than the percentage 
increase in total income. 


Vill 


A Factor Analysis of Characteristics 
of the South* 


By Bernard M. Olsen and Gerald Garb 


Factor analysis is a body of methods by which a large number 
of variables can be analyzed on the basis of their intercorrelations. 
By means of these methods a matrix (or table) of correlation coefh- 
cients (7's) can be resolved into a factor matrix. For example, start- 
ing with values for twenty, thirty, fifty or more variables, the analysis 
can lead to a solution in which they are only five or six basic factors 
underlying the variables. The factor matrix shows the proportion of 
the variance of each variable accounted for by each factor. Thus for 
the i variable, a four-factor solution would be represented as 
Aix? + dig? + aig” + aig? = h?, where ay is called the loading (or cor- 
relation) of the i** variable on Factor One, etc., and h? is called the 
communality, or the part of the total variance of the i variable ac- 
counted for by factors which are common to all variables. Generally, 
h? <1, indicating the existence of one or more “specific” factors (s*), 
that correlate with one variable only, and/or an error factor (e?). 
Therefore, for each variable, h? -++ s? + e? = 1. 

* The authors are indebted to Emst W. Swanson and Donald W. Drews for 
their helpful comments. Appreciation is also due the North Carolina State 
Computing Center for the use of their IBM 650 and for the necessary programs. 

1. The standard reference on factor analysis is L. L. Thurstone, Multiple- 
Factor Analysis (Chicago: The University of Chicago Press, 1947). Thurstone, 
who was a psychologist and psychometrician, introduced multiple-factor analysis 
in 1931. A more up-to-date treatment is Harry H. Harman, Modern Factor 
Analysis (Chicago: The University of Chicago Press, 1960). Includcd in Har- 
man is a selected bibliography of 411 entries. For a somewhat less formal intro- 
duction to the subject, see R. B. Cattell, Factor Analysis (New York: Harper & 
Bros., 1952), and Benjamin Fruchter, Introduction to Factor Analysis (Princeton: 
D. Van Nostrand Co., Inc., 1954). 
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Table 1. Hypothetical Intercorrelations Among Four 
Variables 


Partici- 

Per Quality pation in Number of 

Capita of Soil Conser- Workers in 

Variable Income Housing vation Agriculture 
Per Capita Income (1.00) .80 96 .60 
Quality of Housing .80 (1.00) .60 .00 
Participation in Soil Conservation .96 .60 (1.00) .80 

Number of Workers in 

Agriculture 60 .00 80 (1.00) 


A simple example of the process begins with the intercorrelation 
of some variables as illustrated in Table 1. Assume that the four 
variables are: per capita income, quality of housing, adoption of soil 
conservation practices, and number of workers in agriculture. The 
value for each of these variables is found for the component segments 
of a region—for example, ten states. On the basis of these values, 
the variables are intercorrelated as displayed in Table 1; that is, when 
per capita income and the quality of housing are correlated, r = .80, 


Table 2. Hypothetical Factor Matrix 


Factor h? 
Variable I II 
Per Capita Income 8 6 1.0 
Quality of Housing 1.0 0 1.0 
Participation in Soil Conservation 6 8 1.0 
Number of Workers in Agriculture .0 1.0 1.0 


and when per capita income and the number of agricultural workers 
are correlated, r= .60. Upon completion of the factor analysis, the 
results are those shown in Table 2.2 This table demonstrates that 
the total variance of each of the four variables is accounted for by 
only two factors, e.g., Factor One accounts for 64 percent (.8*) of the 
variance of per capita income, and Factor Two for the remaining 36 
percent (.6?). Mathematically the procedure is not especially diffi- 
cult. The centroid method involves a laborious processing of the 

2. This example is based upon Fruchter, ibid., pp. 33-34. The reason this 
example is chosen is the unique simplicity of all values. Unfortunately, the second 


and fourth rows of the correlation matrix are the same numbers as the factor load- 
ings in Table 2. It is only a coincidence that these numbers are identical. 


Factor Analysis of Southern Characteristics 295 


correlation matrix (Table 1) in order to extract the first factor (col- 
umn 1 of Table 2), and further computations on residuals for the 
extraction of each additional factor (such as column 2 of Table 2). 
As the number of variables is increased beyond a very few, the num- 
ber of computations becomes prohibitive without the modern com- 
puter. 

Factor analysis does not directly identify the factors. A factor is 
initially a blank entity. In an actual application of factor analysis 
it is the task of the analyst to determine what the factors signify. All 
that the technique will do is to suggest meaningful, complex associa- 
tions. Identification of a factor is usually accomplished by considering 
only those variables that are the most highly loaded (have the highest 
numerical value) on each factor. The analyst must then apply his 
knowledge of his discipline and his analytical skills in an effort to 
arrive at the meaning of each factor that is being suggested by each 
corresponding pattern of highly loaded variables. In this example, 
the variables, per capita income and quality of housing, are highly 
loaded on Factor One; and the variables, participation in soil con- 
servation and number of workers in agriculture, have high loadings 
on Factor Two. The figures in Table 2 indicate a high degree of 
association between per capita income and Factor One and between 
quality of housing and Factor One. On the basis of these associations, 
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Figure 1. 
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what can Factor One signify? The answer to this question must be 
found by the analyst. In this highly simplified example, it might be 
inferred that Factor One indicates the presence of suburban develop- 
ment, and Factor Two indicates a highly developed agricultural 
sector. The first may be argued on the premise that per capita in- 
come and quality of housing vary directly with the degree of subur- 
banization. Similarly, the highly loaded variables suggest the nature 
of Factor Two. 

In Figure 1 the example is expressed in geometrical terms. The 
two factors are the reference axes and the four variables are shown 
as vectors or points in the two-dimensional space. Although a geo- 
metrical treatment cannot go beyond three-dimensional space, the 
mathematical analysis holds for any number of dimensions (or fac- 
tors). Figure 1 not only shows the vectors in terms of the reference 
axes, but also the relationship in two-dimensional space among the 
four vectors themselves, i.e., the “configuration.” Since the configura- 
tion of the vectors is independent of the position of the reference 
axes, it is possible to shift or “rotate” the axes without altering the 
configuration. By so doing, it may be possible to simplify the problem 
of interpreting the factors. Figure 2 shows another hypothetical two- 
factor configuration. Before the rotation, the four points fell on both 
axes about evenly; after the rotation, the points have high loadings 


Ul 


Figure 2, 
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on I’ and very low or zero loadings on II’. Now the variables can 
be expressed, for the most part, in terms of only one factor. 

Factor analysis has been used extensively in psychology and is 
being employed at an accelerating rate in other disciplines. However, 
this method of analysis has been largely ignored in economics. Actual- 
ly, this is not very surprising, for two major reasons: lack of acquaint- 
ance or familarity with the technique and the difficulty of applying 
the method to much of economics. 

The current trend to disaggregation in economics has intensified 
the problem of analyzing large numbers of variables simultaneously. 
This is particularly true in the study of economic growth, where 
analysts are casting their nets to include ever larger numbers of 
variables in a search for satisfactory explanations of the growth proc- 
ess. The conventional methods of searching for interrelationships 
among many variables are multiple-correlation analysis and intuition 
based upon observation. On the other hand, factor analysis is a 
method of organizing and analyzing even larger numbers of variables. 
Since the present stage of computer technology allows up to ninety 
variables to be employed simultaneously, a factor analysis can in- 
corporate data and relationships that would necessarily have been put 
to one side on preconceived, intuitive grounds because of the limita- 
tions of other methods of analysis. 

Since the purpose of factor analysis is to disclose relational patterns 
among variables as well as to suggest hypotheses about the subject 
on the basis of these patterns, another advantage becomes apparent. 
It is unnecessary to predetermine dependence and independence of 
variables at the outset. All of the quantitative characteristics are 
initially intercorrelated, and the factor loadings derived from the 
analysis simply represent degrees of association between these charac- 
teristics and the much smaller number of factors. 

Another advantage of factor analysis is that while previously 
understood relationships are not lost, the larger number of variables 
that form into patterns of relationships increases the possibility of 
introducing novel hypotheses. That is, to discover for some population 
that consumption increased as income increased would hardly be a 
startling revelation. On the other hand, to discover in a region a 
high positive association between number of hospital beds and death 
rates suggests a paradox of better medical facilities joined with greater 
mortality. These considerations imply two things, that the validity of 
findings by factor analysis can be checked and reinforced by inde- 
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pendently derived conclusions and that additional meaningful hypoth- 
eses are presented. In short, the whole range of ideas is broadened. 

In comparison, multiple and partial correlation techniques are far 
less capable of establishing all of the associative properties of large 
numbers of variables. Cattell has termed partial correlation analysis 
used for the purpose of disclosing relations between many variables, 
“a patch-work factor analysis.” If, at best, the same conclusions from 
a set of data can be derived with partial correlation, the process is dis- 
couragingly tedious and culminates in “a maze of uncertainties.”® 

One important area in economics that stands to profit from the 
application of factor analysis is the study of growth and development.* 
In this paper, the technique is employed for the purpose of delineat- 
ing basic regional differences and similarities as a first step in account- 
ing for regional differences in growth. Factor-analytic techniques are 
here applied to each of two regions and the results obtained are 
compared. The centroid method of factor extraction was employed, 
and the quartimax rotation was used to obtain the final factor load- 
ings. 

The data employed were characteristics of states in the South- 
eastern United States and of a selected number of high-income states. 
The characteristics were the forty-nine judged to be most closely re- 
lated to economic growth and development, that number being the 
maximum capacity of the computer readily available. The one region 
was made up of ten states selected for their relatively high level of 
per capita income, industrialization, and technologically advanced 
agriculture, providing a “Standard Area” by which the level of de- 
velopment of the other region might be compared. The states selected 
for this purpose were California, Connecticut, Illinois, Massachusetts, 
Michigan, New Jersey, New York, Ohio, Pennsylvania, and Washing- 
ton. The other region, called the “South,” was composed of Alabama, 
Arkansas, Florida, Georgia, Kentucky, Louisiana, Mississippi, North 
Carolina, South Carolina, Tennessee, Texas, Virginia, and West Virgin- 
ia. While there is disagreement about the regional homogeneity of this 

3. R. B. Cattell, op. cit., p. 360. 

4.Some use has been made of factor analysis for establishing regions rather 
than the nature of differences between regions. See for example; Brian J. L. 
Berry, “Basic Patterns of Economic Development,” in N. Ginsburg (ed.), Atlas of 
Economic Development (Chicago: The University of Chicago Press, 1961); and 
Werner Hochwald and Mary Megee, “The Industrial Composition of the South 
and Its Bearing Upon the Economic Development of the Region,” a paper de- 


livered at the Second Annual Conference of the Inter-University Committee for 
Economic Research on the South, New Orleans, February 23, 1962. 
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group of states, there is no dispute over their lesser degree of pro- 
ductive attainment by measured comparison of per capita income 
with the Standard Area. So, despite the differences of opinion about 
inclusion or exclusion of certain states in the “South,” the states in- 
cluded here form a region sufficiently homogeneous for the purpose of 
this analysis. With the ten high-income states as a standard for com- 
parison, the purpose of this study is to discover what differences sug- 
gestive for the study of economic growth could be demonstrated in 
the patterns of relationship between the same variables in the South- 
east, 

One application that has been made of factor analysis to economic 
problems has been to define regions. It might be questioned why 
these two regions were not derived by this technique. This approach 
would be inappropriate for two reasons. First, if the region is defined 
by the characteristics incorporated in the factor analysis, reversing 
the process to argue that the regions are then different because of 
these characteristics is circular reasoning. Second, the development 
of regionalization by factor analysis has not progressed to the point 
where interpretation of differences has emerged. 


Characteristics 


The economic, social, and demographic variables common to 
both regions that are used in the analysis are termed characteristics 
because they characterize the developmental condition of the region. 
The factors that emerge from the analyses of these characteristics 
indicate the significant elements of similarity and difference between 
the Standard Area and the South. 

For the most part, census data were used for the forty-nine char- 
acteristics employed. The first consideration was to select those aggre- 
gate statistics that seemed to reflect salient social, psychological, tra- 
ditional, and economic phenomena. The second consideration was to 
avoid obvious income linkage. That is, many of the economic statistics 
that are recorded for a region tend to be associated with levels of 
income. If existing economic analysis is correct, then an association 
of statistics of savings, investment, consumption, and similar character- 
istics for the purpose of measuring the present state of development 
in a region would lead to the revelation that a high level of income 
accompanies a high state of development. To avoid circularity and 
to try to discover some other elemental associations, characteristics 
were chosen that could suggest other interpretations for the develop- 
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ment process than simply that of generating higher money income. It 
would have been desirable to include still other characteristics, but 
some do not exist and others could not be obtained in the time avail- 


able. 


The characteristics used in comparing economic development in 
the South with that of the Standard Area may be classified into two 
general categories. Any classification of such disparate characteristics 
is arbitrary in some degree, but for reference purposes the first cate- 
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gory is termed demographic and the second economic. 


Characteristics 


Demographic: 
A. Fertility Ratios® 


B. 


Death Rates) 

Infant Mortality Rates(® 

Physician Rates ‘*) 

Hospital Beds 

Negro Population“) 

Selective Service Rejections, Medical 
Selective Service Rejections, Mental 
Selective Service Rejections, Medical and Mental 
Urban Population) 

School Enrollment?) 

Vocational Education ®) 

School Expenditures per Pupil) 

Ratio of School Expenditures to Income?) 
Teachers’ Salaries‘? 

Women in College ‘*) 

Quality of Housing ®) 

Charitable Collections ™® 

Public Assistance (>) 


Economic: 
A. Per Capita Income? 


B. 


Wages in Manufacturing ?® 

Value Added by Manufacturing 

Retail Sales and Service Receipts‘ 

Savings () 

Stock Ownership 

Per Capita Investment in Manufacturing ® 
Ratio of Manufacturing Investment to Income 
Per Capita Value of Construction Contracts ©) 
Ratio of Construction Contracts to Income‘® 
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Per Capita Value of Industrial and Commercial Building *) 
Ratio of Industrial and Commercial Building to Income ®) 
Per Capita Retail Sales‘) 
Per Capita Service Receipts‘) 
Per Capita Wholesale Sales‘) 
Registration of Motor Vehicles‘®) 
C. Value of Land and Buildings per Farm(**) 
Value of Land and Buildings per Acre(?*) 
Agricultural Use of Machine Fuel 5) 
Workers in Agriculture”) 
Employees in Manufacturing”) 
Participation in Soil Conservation “®) 
Electric Energy Capacity?) 
Registration of Commercial Vehicles‘ 
D. Federal Tax Collections ® 
State Tax Collections15) 
Per Capita State Debt‘) 
E. Retail and Service Proprietors‘®) 
Wholesale Proprietors“) 
Business Failures‘) 


Sources 


U.S. Bureau of Census, Census of Population 1960, U.S. Summary, 
General Population Characteristics. 


(1) Number of children under 5 in ratio to number of women 
aged 15-49, 1960, Table 55, pp. 1-163. 

(2) Percentage of total population, 1960, pp. 1-164. 

U.S. Statistical Abstract for 1961. 

(3) Per 1,000 population, 1960, Table 60. 

(4) Per 100,000 population, 1959, Table 76. 

(5) Per capita. Hospital Beds, 1959, Table 86; Urban Popula- 
tion, 1960, Table 12; Per Capita Income, 1959, Table 419; 
Value Added by Manufacturing, 1958, Table 1089; Stock 
Ownership, 1959, Table 615; Investment in Manufacturing, 
1958, Table 1097; Value of Construction Contracts, 1959, 
Table 1052; Retail Sales, 1958, Table 1160; Service Receipts, 
1958, Table 1174; Wholesale Sales, 1958, Table 1169; Motor 
Vehicles, 1960, Table 758; Commercial Vehicles, 1960, Table 
758; State Debt, 1959, Table 541; Proprietors of Retail and 
Service Establishments, 1958, Tables 1159 and 1174; Pro- 
prietors of Wholesale Establishments, 1958, Table 1169. 

(6) In ratio to Personal Income. Retail Sales and Service Re- 
ceipts, 1958, Tables 1160 and 1174; Manufacturing Invest- 
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ment, 1958, Table 1097; Value of Construction Contracts, 
1959, Table 1052; Federal Tax Collections, 1959, Table 495. 


(7) Percent of total examined, 1960, Table 335. 

(8) Percent of total population aged 15-24, 1959, Table 177. 
(9) Per pupil, 1958, Table 159. 
(10) Percent of all sound houses with plumbing, 1960, Table 


1067. 

(11) Time deposits and savings capital in ratio to income, 1959, 
Tables 568 and 592. 

(12) 1,000 kw. per capita, 1959, Table 706. 

(13) Percent of concerns in business, 1960, Table 666. 

U.S. Statistical Abstract for 1960. 

(14) Per capita, 1959, Table 1035. 

(15) In ratio to personal income. Charitable Collections, 1959, 
Table 394; Public Assistance, 1959, Table 382; Value of 
Industrial and Commercial Building Contracts, 1959, Table 
1035; State Tax Collections, 1959, Table 528. 

(16) Average hourly earnings, 1959, Table 288. 

U. S. Statistical Abstract for 1960 and 
U.S. Statistical Abstract for 1961. 

(17) In ratio to total work force, 1959, Table 272, 1960, and 
Table 878, 1961. 

(18) Cooperators’ total area in ratio to total aa acreage, 1959, 
Table 821, 1960, and Table 846, 1961. 

U.S. Department of Health, Education and Welfare, Vital Statistics 

of the United States, 1959, sec. 6. 

(19) Deaths under 1 year per 1,000 live births, 1959, Table 6s, 

6-33. 


U.S. Department of Health, Education and Welfare, Statistics of State 
School Systems, 1957-1958. 
(20) Average annual salary, 1957-58, Table 40, p. 70. 
(21) Percent of school-age population, 1957-58, Table 18, p. 40. 
(22) In ratio.to personal income, 1957-58, Table 44, p. 74. 
U.S. Department of Health, Education and Welfare, Opening (Fall) 
Enrollment in Higher Education, 1960. 
(23) Per female population aged 15-24, 1960, Table 18, p. 32. 
U.S. Department of Commerce, 1959 Census of Agriculture, prelimi- 
nary reports. 
(24) Average valuc pcr acre and per farm. 
(25) In ratio to total farm acreage, 1959. 


The demographic variables were included to demonstrate the 
vitality of the population and to characterize social organization. The 
first set of variables, those listed under demographic category A, in- 
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cludes those that are usually termed vital statistics. The second com- 
ponent of the demographic data, designated B, reflects primarily the 
degree of education of the society. The C set is composed of asso- 
ciated variables indicating the welfare status of the region. The other 
major category of variables is termed economic. Of the economic 
variables there are five major components: first, the A set are those 
demonstrating the level of income of the region; the B group indi- 
cates resource allocation, or the proportion of income originating from 
specific sectors; those in C indicate proportions of agriculture and 
other sectors of the economy; those designated D reflect the level of 
governmental activity; and under E are listed those variables that 
suggest the development of entrepreneurship. 


Factor Identification 


The value of factor analysis is that it permits one to discover 
the underlying associations and relationships implicit in a configura- 
tion of data. The implicit relationships emerge as high loadings, 
either positive or negative, appearing for each factor that is derived. 
In this case six factors emerged, as displayed in Table 3. 


Table 3. Factors in the Standard Area and in the South 


Common Facrors (LoapINGs x 10-) 


Variables One Two Three Four Five Six 
Standard Area 
1. Per Capita Income 7708 0416 —3511 —3058 —1237 —2165 
2. Federal Tax Collections 3234 —5418 1640 —1365 4817 4280 
3. State Tax Collections — 3720 6358 7021 —2318 2103 —1087 
4, Wages in Manufacturing —0792 5099 1438 7341 1964 1856 
5. Savings 3165 —3220 0763 —8812 0397 0836 
6. Stock Ownership 5595 —2525 —4367 —4260 —1614 —0813 
7. Urban Population 7327 —2140 —1221 -—2276 —2882 —4545 
8. Fertility Ratios —5181 2737 1237 6271 —0991 1773 
9. Death Rates —1051 —4232 -—0640 -—6722 . 1695 3602- 
10. Infant Mortality Rates 4142 —1887 —1002 6635 4052 —1058 
11. Physician Rate 3526 —0510 —0149 —8816 0726 —0945 
12. Hospital Beds 2683 —6990 —0440 —6357 2733 0212 
13. Quality of Housing 5740 3338 —3005 —1649 —2039 —4663 
14. Charitable Collections —9347 —0413  —1706 0256 0831 3116 
15. Public Assistance — 2274 4827 7733 —2635 —1235 2497 
16. Selective Service Rejections, 
Medical —1929 2555 —1010 —5306 0945 2201 
17. Selective Service Rejections, 
Mental 8548 —1184 —6205 0417 —1740 1598 
18. Selective Service Rejections, : 
Medical & Mental 11938 —4600 -—3655 —2093 4976 —1903 


19. Retail & Service Proprietors 5943 2858 0486 1672 4009 —1024 
20. Wholesale Proprietors 4529 —0920 3287 1451 7290 —0800 
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Table 3 (continued) 
Common Facrors (Loapinas x 10~) 
Variables One Two Three’ Four Five Six 
21. Business Failures 6826 4952 3255 —0645 2929 1142 
22. School Enrollment 0297 9785 —0743 —1164 —0846 —0330 
23. Vocational Education — 1689 7907 4562 —1231 1431 3292 
24. School Expenditures per Pupil 7984 —1509 0297 —3448 2103 —0670 
25. Ratio of School Expenditures 
to Income 0041 6483 4405 1900 3925 1244 
26. Teachers’ Salaries 7938 3279 2289 —0981 2479 0085 
27. Women in College 3018 3693 5701 —1217 —1590 3416 
28. Negro Population 3438 —2240 —2812 4586 3255 1021 
29. Per Capita Investment in 
Manufacturing —2971 0904 —8136 0809 2404 1487 
30. Ratio of Manufacturing 
Investment to Income —2363 —0395 —4746 5274 —2095 4948 
31. Per Capita Value of Con- 
struction Contracts 3234 8944 1623 1982 —1230 —1235 
32. Ratio of Construction 
Contracts to Income 1118 9276 1421 0639 —1198 3921 
33. Per Capita Value of 
Industrial & Commercial 
Building 2616 1322 —8332 —1310 —1393 —2164 
34. Ratio of Industrial & 
Commercial Building to Income 1861 1960 —8725 —1346 —2408 —0592 
35. Per Capita State Debt 2705 3461 1739 —7009 0520 2147 
36. Value of Land & Buildings 
per Farm 4023 5949 1241 2432 —2721 —1732 
37. Value of Land & Buildings 
per Acre 3595 0929 —3988 0411 —7955 —3481 
38. Agricultural Use of Machine 
Fuel 1336 —0177 —4834 —1511 —1491 —8194 
39. Participation in Soil 
Conservation —1611 1144 —1216 —6549 —5228 —1607 
40. Value Added by Manufacturing 0412 —3350 —9428 1043 —3429 1855 
41. Retail Sales & Service 
Receipts 4090 —0147 8856 1444 —0740 2930 
42. Per Capita Retail Sales 7015 3282 0431 —2211 -—2889 —2886 
43. Per Capita Service Receipts 9020 —2562 2353 —0849 1356 4602 
44, Per Capita Wholesale Sales 6661 —4080 2521 —1647 3420 2484 
45. Employees in Manufacturing —2320 —2012 —8847 —1043 1516 —1150 
46. Workers in Agriculture —3000 4053 3949 6093 2900 3600 
47. Electric Energy Capacity — 0888 6608 0682 1117. —1233 8245 
48. Registration of Motor Vehicles —2825 9382 —1647 1199 1428 —0253 
49. Registration of Commericial 
vehicles — 2458 8563 1373 2036 4665 —2239 
South 
1. Per Capita Income 8059 —0958 2379 —5482 0154 —0721 
2. Federal Tax Collections 6528 2375 4378 —1283 —5430 0329 
3. State Tax Collections — 0647 5541 —0353 8141 1306 2463 
4. Wages in Manufacturing 4018 -—2010 —1811 2608 —5209 —2468 
5. Savings 8242 —2031 0599 1398 0457 1383 
6. Stock Ownership 5876 0496 2397 —4980 4750 2004 
7. Urban Population 8769 4034 —1710 —0248 —0594 0943 
8. Fertility Ratios —0863 1047 —3043 7017 —2354 —1203 
9. Death Rates 0240 1364 —1888 0659 1110 5307 
10. Infant Mortality Rates —1394 —0004 0799 7265 1525 —0199 
11. Physician Rate 9075 —0549 0251 —O011l —1034 2483 
12. Hospital Beds — 3036 2990 2408 —1841 —0310 7522 
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Table 3 (continued) 
Common Factors (Loapinas x 10-‘) 
Variables One Two Three’ Four Five Six 

13. Quality of Housing 9591 —2464 3267 0362 1735 0440 
14. Charitable Collections 4467 3592 5471 0578 —2203 —4943 
15. Public Assistance —1290 6287 —2301 5108 —2325 0872 
16. Selective Service Rejections, 

Medical 6583 1934. —0280 —6151 0694 —0120 
17. Selective Service Rejections, 

Mental —3701 1439 —1096 8910 5805 —1605 
18. Selective Service Rejections, 

Medical & Mental —3780 —1454 0772 4130 2329 4604 
19. Retail & Service Proprietors 5316 0055 —6027 —3073 0875 —0534 
20. Wholesale Proprietors 4387 0235 —3945 2238 —5060 —2915 
21. Business Failures 7060 —1019 1143 1085 4316 —1625 
22. School Enrollment 1790 —1330 —0743 0991 4887 —0064 
23. Vocational Education —1118 1078 —6584 4214 1286 —1484 
24. School Expenditures 

per Pupil 7722 4621 —0824 0080 —1621 —1544 
25. Ratio of School Expenditures 

to Income 0077 6655 —2011 3258 —0093 —3983 
26. Teachers’ Salaries 8695 2525 2907 —1020 0177, —1833 
27. Women in College 2494 0992 —1147 —2882 —2951 3574 
28. Negro Population —2249 1097 —0595 8683 0633 —2307 
29. Per Capita Investment in 

Manufacturing —0415 6811 1803 —6400 —1367 —0240 
30. Ratio of Manufacturing 

Investment to Income —1974 6161 2492 —3407 0004 1954 
31. Per Capita Value of Con- 

struction Contracts 9543 —0988 —1145 —0293 —1125 2162 
32. Ratio of Construction 

Contracts to Income 7252 0551 —2233 1288 —1335 4609 
33. Per Capita Value of 

Industrial & Commercial 

Building 2405 —0159 —1176 2032 —0807 —6392 
34. Ratio of Industrial & 

Commercial Building to Income 2072 1353 1448 0906 —0564 —8035 
35. Per Capita State Debt 7045 3525 1992 1171 —4231 —0854 
36. Value of Land & Buildings 

per Farm 8882 —0232 —1426 —0501 2487 —2085 
37. Value of Land & Buildings 

per Acre 5979 —3098 2076 3806 1690 0801 
38. Agricultural Use of Machine 

Fuel —1121 —1029 1050 6084 0840 0874 
39. Participation in Soil 

Conservation —1007 5844 —2794 —0803 2577 0277 
40. Value Added by 

Manufacturing — 2460 1385 7322 —4285 -—0096 —2914 
41. Retail Sales & Service 

Receipts 6099 —0801 —7234 1289 0381 —0514 
42. Per Capita Retail Sales 9891 1243 0067 —1931 3212 —2458 
43. Per Capita Service Receipts 9935 —2115 0065 —1575 0545 —0080 
44, Per Capita Wholesale Sales 6312 0887 2016 —0687 —5026 —3661 
45. Employees in Manufacturing —2295 3384 2859 0673 5027 —3914 
46. Workers in Agriculture —4078 3357 —8007 1572 —0236 1536 
47. Electric Energy Capacity —0230 0243 4511 —3901 —2362 1487 
48. Registration of Motor 

Vehicles 7672 —2437 —3923 -—1692 -—1107 —3681 
49. Registration of Commercial 

Vehicles —1467 1674 —7960 0991 —2211 —0217 


A 
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Factor One was labelled “urbanization” because the associated 
characteristics indicated a pattern of urban living. The second factor 
in the Standard Area seemed to reflect the suburban development of 
recent years and was designated “suburbanization.” Factor Two, in 
the South, was tentatively identified as a “capitalization” factor, where 
capital was defined in the broadest sense to include human capabili- 
ties. The third factor suggested the industrial origins of income for 
each region. The fourth factor in both regions was taken to represent 
the presence of a lower-income group of unskilled labor. Factor Five 
was different in the two regions, being identified as small business, 
commercial activity in the Standard Area, and as low-wage industry 
in the South. 

The nature of factor analysis is such that the program will con- 
tinue to extract factors as long as computations are made. As the 
analysis progresses, extracting Factors One, Two, Three, and so forth, 
ultimately factors begin to emerge that have such minimal loadings 
or so few high loadings that it becomes difficult to discover what 
factors are being suggested. The extent to which this process will go 
is to the end of selecting specific factors; that is, factors that are 
associated in a meaningful sense only with a specific variable. In 
this analysis, the machine computations were stopped after extracting 
the sixth factor. When the results were examined, it was discovered 
that the loadings that emerged on Factor Six were insufficient in both 
weight and number to permit identification. 


Unlike Factors 


Factor Two 

Examination of the highly loaded variables discloses a marked 
difference between Factor Two in the Standard Area and Factor Two 
in the South. The explanation of Factor Two in the Standard Area 
that is consistent with the nature of the characteristics listed in Table 
4 is the exodus to suburbia. 

The highest positive loading of .98 is School Enrollment, a char- 
acteristic entirely appropriate to a suburban population. Of the other 
characteristics, the motor vehicle relationship is obvious; the ratio of 
construction contracts to income and to population would arise from 
the high rate of residential construction in suburban areas joined with 
a relatively high level of increase in public facilities such as schools, 
freeways, etc. The high loading on Registration of Commercial Vehi- 
cles, a characteristic that is most highly correlated with construction 
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Table 4. Factor Two in the Standard Area 


Positive Loadings 


School Enrollment .9785 
Registration of Motor Vehicles . 9382 
Ratio of Construction Contracts to Income .9276 
Per Capita Value of Construction Contracts 8944 
Registration of Commercial Vehicles .8563 
Vocational Education 7907 
Electric Energy Capacity .66038 
Ratio of School Expenditures to Income .6483 
State Tax Collections .6358 
Value of Land & Buildings per Farm .5949 
Wages in Manufacturing .5099 


Negative Loadings 


Hospital Beds — .6990 
Federal Tax Collections — .5418 
Selective Service Rejections, Medical & Mental — .4550 
Death Rates — .4232 
Per Capital Wholesale Sales — .4030 


contracts, is one that would reinforce the construction hypothesis. It 
is plausible to assume that migration into suburban regions would 
result in increased requirements for buscs, construction contractors’ 
vehicles, delivery trucks, and others, to maintain the expanding area 
of low-density population. Two other variables with reasonably high 
loadings are Vocational Education and Electric Energy Capacity, 
characteristics normally associated with the industrial complexes of 
large cities from which the suburbs spring. Also, another moderately 
high loading is Value of Land and Buildings per Farm, a result of 
suburban development and extension into formerly agricultural areas. 
Wages in Manufacturing would likely indicate the higher incomes in 
manufacturing that lead the factory worker to establish a home out- 
side the city. Negative loadings include Hospital Beds and Federal 
Tax Collections; the former is a likely negative relationship, since 
hospitals are not usually located in suburban communities. Federal 
Tax Collections is a variable already adjusted for income, so it is 
probably negatively associated with any middle-income group with 
large numbers of children and other rcasons for special deductions. 
Three other variables with very moderate negative loadings are Selec- 
tive Service Rejections, Medical and Mental; Dcath Rates; and Per 
Capita Wholesale Sales. The first of these, Selective Service Rejec- 
tions, Medical and Mental, might indicate the higher health standards 
of the suburban community, and the somewhat lesser tendency to 
psychoneurotic disqualifications and illiteracy, or at least the two in 
combination. Death Rates would obviously be lower in a younger 
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group like that found in the suburbs, and Per Capita Wholesale Sales 
would not occur in suburban communities. 

Before proceeding to an analysis of the other factors, let us extend 
our discussion of this factor in order to clarify further the general 
meaning of a factor. Consider the three most highly loaded character- 
istics on Factor Two in the Standard Area: (1) School Enrollment, 
(2) Registration of Motor Vehicles, and (3) Ratio of Construction 
Contracts to Income. When these characteristics are intercorrelated, 
the coefficients turn out to be rig — .80, r13 = .79, and reg = .85; in 
the South, the corresponding correlation coefficients are r2= .13, 
133 = .29, and reg = .60. Now lct us intercorrelate these characteristics 
with the highest negatively loaded characteristic in the Standard 


Area, Hospital Beds (4). In the Standard Area, r4 = —.51, rog = 
—.89, and ¥34 = —.77; in the South, Ty = —.28, Toe, = —.60, and 
Tg4 = —.34. It would be beyond the scope of this presentation to give 


a detailed technical treatment of how factor loadings are derived from 
correlation coefficients. As the foregoing illustration indicates, corre- 
lation coefficients are related to the factor loadings but they are not 
the same thing. The factor loadings are derived from the entire 
pattern of intercorrelated variables. 


Table 5. Factor Two in the South 


Positive Loadings 


Per Capita Investment in Manufacturing .6811 
Ratio of School Expenditures to Income .6655 
Public Assistance .6287 
Ratio of Manufacturing Investment to Income .6161 
Participation in Soil Conservation 5844 
State Tax Collections 5541 
School Expenditures per Pupil .4621 
Negative Loading 


Value of Land & Buildings per Acre — .3098 


Factor Two in the South has been called the “capitalization factor.” 
Capital here is defined in the broadest sense to include human capa- 
bilities. In the South (Table 5), the high loadings include items con- 
sistent with the hypothesis that Factor Two reflects capitalization of 
the region. The highest loading is Per Capita Investment in Manu- 
facturing with a value of .68. Ratio of Manufacturing Investment to 
Income has a .62 loading. Both of these would be elements of the 
new growth of investment and hence the heavy allocation of income 
and resources to investment in manufacturing industries. The three 
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Table 6. Factor Five in the Standard Area 


Positive Loadings 


Wholesale Proprietors .7290 
Selective Service Rejections, Medical & Mental .4976 
Federal Tax Collections .4817 
Registration of Commercial Vehicles .4665 
Infant Mortality Rates 4052 
Retail & Service Proprietors .4009 
Ratio of School Expenditures to Income 3925 
Negative Loadings 
Value of Land & Buildings per Acre — .7955 
Participation in Soil Conservation — .6228 
Value Added by Manufacturing — .3429 


variables, Participation in Soil Conservation, Public Assistance, and 
School Expenditures per Pupil, would indicate investment in land and 
in human resources. The negative loading on the Southern Factor 
Two is —.31 on Value of Land and Buildings per Acre. This value is 
so low as to be of little significance, and at best might only be in- 
fluenced by extensive farming, since the counterpart item, Value of 
Land and Buildings per Farm, is —.02, or quite unrelated. 


Factor Five 


Factor Five in the Standard Area suggests small business 
operations, commercialization, and perhaps entrepreneurship. 

In Table 6, the highest positive loading is Wholesale Proprietors, 
.73. Other positive loadings include Federal Tax Collections, Registra- 
tion of Commercial Vehicles, and Retail and Service Proprietors; all 
of these would be related to small business, commercial operations. 
Ratio of School Expenditures to Income, .39, is a small loading appro- 
priate to the somewhat higher income that would be associated with 
this factor, but similar loadings of .40 on Infant Mortality Rates and 
.50 on the Selective Service Rejections, Medical and Mental, are char- 
acteristics not readily associated with the factor. The highest negative 
loading is Value of Land and Buildings per Acre in agriculture, and 
the other high negative loading is Participation in Soil Conservation. 
Both of these would be inversely related with small business enter- 
prise, commercialization, and entrepreneurship. 

Factor Five in the South (Table 7) is associated with low-wage, 
low-income manufacturing industries. The highest positive loading 
is Selective Service Rejections, Mental, .58, a characteristic that is 
likely to be associated with the mill village. Another high positive 
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Table 7. Factor Five in the South 


Positive Loadings 


Selective Service Rejections, Mental . 5805 
Employees in Manufacturing . 5027 
School Enrollment 4887 
Stock Ownership .4750 
Business Failures .4316 
Negative Loadings 
Federal Tax Collections — .5430 
Wages in Manufacturing — .5209 
Wholesale Proprietors — .5060 
Per Capita Wholesale Sales — .5026 
Per Capita State Debt — .4231 


loading, .50, for Employees in Manufacturing, is self-evident, but the 
AQ loading for the measure of School Enrollment is not very clearly 
related. Stock Ownership may well be associated with owners of 
industries characterizing this factor, and Business Failures is a char- 
acteristic of this type of industry. 

The negative loadings are on Federal Tax Collections, Wages in 
Manufacturing, Wholesale Proprietors, Per Capita Wholesale Sales, 
and Per Capita State Debt. Low-income industries do pay less federal 
tax, and because these industries tend to dispose of their product 
through agents located elsewhere, wholesale activities would not be 
associated with these firms. The negative measure of Per Capita 
State Debt may simply be evidence of the success of owners in limit- 
ing extension of state government operations, 


Like Factors 


Factor One 

Factor One is identified as “urbanization,” a label immediate- 
ly suggested by one variable. In both the Standard Area and in the 
South, Urban Population is a highly loaded variable (Table 8), being 
.73 in the Standard Area and .88 in the South. In both regions, the 
variable with the highest loading for Factor One is Per Capita Service 
Receipts, and this is typical of an urbanized population. The city is 
the locus of the greater portion of service production, and this would 
be accentuated in the urban centers of the South, leading to a some- 
what higher loading on Factor One in the South than in the Standard 
Area. As for disposition of income to purchase retail goods, an activity 
that would also be associated with urban centers, the factor loading 
for Per Capita Retail Sales in the Standard Area is .70, and for the 
South the loading is .99. This indicates a closer association in the 
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Table 8. Factor One in the Standard Area and in the South 
VeGEeG—aaaunwnnuanausSSS Sn 


Standard Area South 
Positive Loadings Positive Loadings 
Per Capita Service Receipts -9020 Per Capita Service Receipts .9935 
Selective Service Rejections, Per Capita Retail Sales .9891 
Mental : -8548 Quality of Housing .9591 
School Expenditures per Pupil -7984 Per Capita Value of Construetion 
Teachers’ Salaries .7938 Contracts 9543 
Per Capita Income .7708 Physician Rate .9075 
Urban Population 7327 Value of Land & Buildings per 
Per Capita Retail Sales 7015 Farm .8882 
Business Failures .6826 Urban Population .8769 
Per Capita Wholesale Sales .6661 Teachers’ Salaries .8695 
Retail & Service Proprietors 5943 Savings 8242 
Quality of Housing 5740 Per Capita Ineome .8059 
Stoek Ownership -5595 School Expenditures per Pupil 7722 
Registration of Motor Vehicles 7672 
Ratio of Construction Contracts to 
Ineome 7252 
Business Failures .7060 
Per Capita State Debt .7045 
Negative Loadings Negative Loading 
Charitable Collections — .9347 Workers in Agrieulture — .4078 
Fertility Ratios ~— .5180 


South of retail service provisions and urbanization. The same kind 
of association is true for Quality of Housing. Other highly loaded 
variables in the South that tend to be identified with urbanization 
are: Per Capita Value of Construction Contracts, probably implying 
more residential construction in the Southern cities and a greater rate 
of growth than in rural areas or in the Standard Area urban centers; 
Physician Rates, indicating larger proportions of physicians in South- 
erm urban centers; and Value of Land and Buildings per Farm, sug- 
gesting that the presence of urban centers in Southern states tends to 
be highly associated with more productive Southern farms. As would 
be expected, Teachers’ Salaries are highly related with Factor One 
in the South. In similar fashion, Savings, presumably because of 
higher incomes, are found to be highly associated with Factor One 
in the South, as is Per Capita Income for the same reason. School 
Expenditures per Pupil are similarly highly loaded. One difference 
between the South and the Standard Area is found in Registration of 
Motor Vehicles. The explanation is probably due to the difference in 
size of the urban centers in the Standard Area and the South, because 
the Standard Area cities are larger, traffic-bound complexes. The 
Ratio of Construction Contracts to Income (that is, the amount of 
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income devoted to construction investment ), tends, like the Per Capita 
Value of Construction Contracts, to be highly associated with Factor 
One in the South and undoubtedly for the same reason. Recent ex- 
pansion of small Southern cities has entailed proportionately greater 
urban construction than in the larger, established metropolitan centers 
of the Standard Area. As is the case in the Standard Area, Business 
Failures are associated with Factor One; in the urban centers, there 
are heavy concentrations of small retail service establishments with 
their high probability of failure. Per Capita State Debt in the South 
is most highly correlated with school expenditures; these, in turn, are 
greatest in cities. Another reason for designating Factor One in the 
South as “urbanization” is the moderate negative loading on Workers 
in Agriculture, the percentage of the work force engaged in agricul- 
ture. 

Factor One in the Standard Area also presents a pattern that may 
best be termed “urbanization.” As in the South, Urban Population as 
a percentage of total population displays a high loading. Also as in 
the South, other characteristics customarily associated with urban 
living have significantly high values. These are School Expenditures 
per Pupil, Per Capita Service Receipts, Teachers’ Salaries, Per Capita 
Income, Per Capita Retail Sales, Business Failures, and Quality of 
Housing. The high loadings that indicate differences between the 
Standard Area and the South are: Selective Service Rejections, 
Mental; Per Capita Wholesale Sales; Retail and Service Proprietors; 
and Stock Ownership. Mental test rejections for Selective Service may 
very well be the product of high-pressure living and other tensions 
encountered in life in the large metropolitan centers. High loadings 
for Per Capita Wholesale Sales also would appear to be consistent 
with a higher concentration of urban living; that is, a considerable 
source of income would tend to originate in the wholesale trade 
established in the largest cities. The loading on Retail and Service 
Proprietors is also consistent with urban characteristics. The remain- 
ing high loading of Stock Ownership is also typical of the Standard 
Area urban society. The two high negative loadings on Factor One in 
the Standard Area were Charitable Contributions and Fertility Ratios. 
The latter is consistent with all beliefs about urban birth rates, and 
the former demonstrates a fairly interesting pattern. In observation 
of the raw input data, it was discovered that Charitable Contributions, 
which are Community Chest and United Fund donations for the sup- 
port of the Red Cross, Boy Scouts, YMCA’s, and the like, tend to be 
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fairly stable so that the higher the level of income, particularly per 
capita income, the lesser the proportion of income devoted to chari- 
table contributions. In the large cities of the Standard Area, incomes 
are considerably higher than elsewhere, and a negative relationship 
between Charitable Contributions and urbanization may well be ap- 
propriate. 


Factor Three 


Factor Three was assigned the same designation in both areas, 
“the industrial origins of income,” signifying that a region is charac- 
terized by the types of economic activity that generate its income. 
Industry in this usage does not mean a specific type of industry like 
steel or chemicals, but rather division between primary, secondary, 
and tertiary industries as the term is used by Colin Clark. The vari- 
ables (Table 9) indicate that in a region where value added by manu- 
facturing is high, there are less retail sales and service receipts, and 
vice versa. In the case of the South, activity in agriculture is inversely 
related to Value Added by Manufacturing. After the signs of the 
factor loadings for the Standard Area are reversed, the largest load- 
ings for both the Standard Area and the South are on the characteris- 
tic, Value Added by Manufacturing. In the Standard Area, this load- 
ing is accompanied by high loadings on Employees in Manufacturing 


Table 9. Factor Three in the Standard Area and in the 


South 
Standard Area South 
Positive Loadings Positive Loadings 

Value Added by Manufacturing 9428 Value Added by Manufacturing 7322 
Employees in Manufacturing .8847 Charitable Collections 5471 
Ratio of Industrial & Commercial Electric Energy Capacity 4511 

Building to Income .8725 Federal Tax Collections .4378 
Per Capita Value of Industrial and 

Commercial Building 8332 
Per Capita Investment in 

Manufacturing .8136 


Selective Service Rejections, Mental .6205 


Negative Loadings Negative Loadings 
Retail Sales and Service Receipts 8856 Workers in Agriculture — .8007 
Public Assistance .7733 Registration of Commercial Vehicles 


beth del 


State Tax Collections — .7960 
Women in College ; .5701 Retail Sales & Service Receipts  —.7234 
Ratio of School Expenditures to Vocational Education — 6584 
Income . — 4405 Retail & Service Proprietors — ,6027 
Vocational Education — .4562 
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and Per Capita Investment in Manufacturing. The three remaining 
high positive loadings for the Standard Area are Ratio of Industrial 
and Commercial Building to Income, Per Capita Value of Industrial 
and Commercial Building, and Selective Service Rejections, Mental. 
These suggest a high association between manufacturing activity and 
investment in industry and commerce in the Standard Area. The 
highest negative correlation in the Standard Area is for Retail Sales 
and Service Receipts. Two other relatively high negative loadings are 
Public Assistance and State Tax Collections. These negative relation- 
ships suggest that where an important source of income originates in 
manufacturing and is associated with considerable investment in 
similar types of production, then sources of income in retail sales and 
services and in activities providing welfare assistance at the local or 
state level tend to be less. Three educational variables, Women in 
College, Ratio of School Expenditures to Income, and Vocational 
Education, have relatively small negative loadings. Apparently, in 
those states of the Standard Area where income is generated by 
manufacturing, provision of welfare and education is less. Or, to put 
it another way, the areas in which education, welfare, and mental 
capability are least are those areas where manufacturing provides the 
principal source of income. 

As mentioried above, the single high positive loading in the South 
for Factor Three is Value Added by Manufacturing. The other posi- 
tive but relatively low loadings are Charitable Collections, Electric 
Energy Capacity, and Federal Tax Collections. This might suggest 
that, unlike the case of the Standard Area, those states in the South, 
where manufacturing contributes a large portion of income, are the 
. rapidly growing, wealthy, higher-income states that can support higher 
charitable collections and pay more federal taxes. These are also the 
states that tend to have a somewhat greater Electric Energy Capacity. 
The high negative correlations in the South with Factor Three are 
Workers in Agriculture, Registration of Commercial Vehicles, and Re- 
tail Sales and Service Receipts. The latter relationship, Retail Sales and 
Service Receipts, as with Vocational Education, is similar to the rela- 
tionships pointed out for the Standard Area. The one additional nega- 
tive loading included for the South is Retail and Service Proprietors. 

These relationships suggest that in the South the states with their 
greatest source of income in manufacturing also tend to be those with 
the lesscr number of people in agriculture, which would be consonant 
with observation. Ownership of Commercial Vehicles also tends to 
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Table 10. Factor Four in the Standard Area and in the 


South 


Standard Area 


Positive Loadings 


South 


Positive Loadings 


Wages in Manufacturing .7341 Selective Service Rejections, 
Infant Mortality Rates .6635 Mental .8910 
Workers in Agriculture .6093 Negro Population 8683 
Ratio of Manufacturing Investment State Tax Collections 814] 
to Income .5274 Infant Mortality Rates 7265 
Fertility Ratios .5271 Fertility Ratios .7017 
Negro Population .4586 Agricultural Use of Machine Fuel 6084 
Public Assistance .5108 
Vocational Education 4214 

Selective Service Rejections, 
Medical & Mental .4130 

Negative Loadings Negative Loadings 
Physician Rate — .8816 Per Capita Investment in 

Savings — .8812 Manufacturing — .6400 

Per Capita State Debt — .7099 Selective Service Rejections, 
Death Rates — .6772 Medical — .6151 
Participation in Soil Conservation — .6549 Per Capita Income — .5482 
Hospital Beds — .6357 Stock Ownership — .4980 
Selective Service Rejections, Value Added by Manufacturing — .4285 

Medical — .5306 


be highly correlated with the number of Workers in Agriculture. The 
correlation of .65 suggests that Registration of Commercial Vehicles 
reflects to a considerable degree agricultural ownership of short-haul 
and pickup trucks. High negative loadings on Factor Three of Retail 
Sales and Service Receipts and Retail and Service Proprietors would 
suggest that these activities provide sources of income in lesser degree 
where manufacturing is the prime source of income. It is also likely 
that Vocational Education in the South tends to be agricultural voca- 
tional education, which would explain the high negative loading on 
Factor Three. 


Factor Four 


Factor Four was interpreted to signify the presence of a low- 
income, unskilled labor force. 

In the Standard Area (Table 10), the highest positive relationships 
are on Wages in Manufacturing, Infant Mortality Rates, Workers in 
Agriculture, Ratio of Manufacturing Investment to Income, Fertility 
Ratios, and Negro Population. The positive relationships between 
these variables and Factor Four suggest that where income originates 
in manufacturing, Infant Mortality Rates are high, as are Fertility 
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Ratios. There is a large proportion of the work force in agriculture 
somewhat associated with a Negro population. The negative loadings 
are those that would be inversely associated with a low standard of 
living: Physician Rate; Savings; Per Capita State Debt; Death Rates, 
Participation in Soil Conservation; Hospital Beds; and Selective Serv- 
ice Rejections, Medical. Here we have evidence of lesser accommoda- 
tion for health facilities in the lower rates of physicians present in 
the community and in smaller provision of hospital beds. Death 
Rates are low, as are Selective Service Rejections, Medical. In mod- 
ern communities, higher death rates tend to be associated with the 
presence of medical facilities; i.e., occupants of hospital beds are not 
usually robust. Medical Selective Service rejections have becn dis- 
cussed. The lack of participation in soil conservation programs would 
indicate an underdeveloped agriculture. Savings and Per Capita 
State Debt tend to be low when income is low. 

Factor Four in the South (Table 10) has highest positive associa- 
tions with Selective Service Rejections, Mental; Negro Population; 
Infant Mortality Rates; and State Tax Collections. Other high positive 
loadings are Fertility Ratios; Agricultural Use of Machine Fuel; Public 
Assistance; Vocational Education; and Selective Service Rejections, 
Medical and Mental. Since rejections for Selective Service on mental 
grounds are probably due in large part to illiteracy, this high associa- 
tion in conjunction with a high percentage of Negro population rein- 
forces the selection of the factor designation. Infant Mortality Rates 
and Fertility Ratios are positively correlated with Negro Population in 
the South, as in the Standard Area. If minimum state services are to be 
provided, State Tax Collections will tend to be a high proportion of 
income when incomes are low. The variable, Agricultural Use of Ma- 
chine Fuel, was included originally to indicate the mechanization of 
agriculture. In point of fact, it turned out to be not very highly cor- 
related with any other variable, the highest correlation being a .49 
with Employees in Manufacturing and a —.53 with Per Capita Invest- 
ment in Manufacturing, so that this item best reflects an agricultural 
base to income. This base in the South is associated with low incomes 
and unskilled labor. Both Public Assistance and Vocational Education 
tend to be somewhat highly associated with low-income, unskilled 
labor. The correlation of urbanization and high income with Selective 
Service Rejections, Medical and Mental, is statistically significant and 
negative. Negative loadings on Factor Four in the South also indicate 
the presence of a low-income, unskilled labor force. The highest nega- 
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tive loading is Per Capita Investment in Manufacturing followed by 
Selective Service Rejections, Medical, and Per Capita Income. Stock 
Ownership has a moderate, negative loading on Factor Four, as has 
Value Added by Manufacturing. As developed in the explanation of 
Factor Five, lower Per Capita Investment in Manufacturing and 
Value Added by Manufacturing are typically associated with this class 
of worker in the South. Selective Service Rejections, Medical; Per 
Capita Income; and Stock Ownership, all tend to be positively asso- 
ciated with a higher-income, better-educated population. 


Conclusions 


The factor analyses have disclosed broad patterns or under- 
lying factors in the Standard Area and in the South. Because the 
selected variables are for the year 1960, the factors must be identified 
for that year only. To introduce the time element explicitly into the 
factor analysis, it would be necessary either to select variable data 
for a series of years and undertake a factor analysis for each of the 
years, or to analyze the increments of change between years. Never- 
theless, it is possible to form hypotheses on the basis of the 1960 fac- 
tors. This involves seeking out those broad economic and non-eco- 
nomic changes occurring prior to 1960 that appear to have promoted 
the patterns revealed by the analysis. In this way, dynamic elements 
are introduced and explanatory interpretations may be found for the 
differences in the two areas. The similarities in urbanization, the 
different interpretations placed on Factors Two and Five, and the 
similarities as well as the differences found in Factors Three and Four, 
all lead to some judgments about the state of development in the South 
compared with that of the Standard Area. 

The similarities of Factor One in both areas vastly outweigh the 
differences, clearly suggesting that the same thing is being measured 
in both regions. The two most heavily loaded factors in the Standard 
Area are Factors One and Two, whereas in the South they are One and 
Four. Factor Two in the South has lower loadings and is not the same 
as Factor Two in the Standard Area; actually, the latter has no counter- 
part in the analysis of the South. Since Factor One, the urbanization 
factor, is important and quite similar both in the Standard Area and in 
the South, it cannot be used to explain major differences in the two 
areas; however, minor differences may be disclosed by analyzing 
relative variations within Factor One in both areas. On the other 
hand, Factor Two, suburbanization, is the most important factor in the 


318 Bernard M. Olsen and Gerald Garb 


Standard Area, in terms of loadings, and is virtually absent in the 
South. There exists a whole literature relating urbanization to eco- 
nomic growth, yet suburbanization has not entered explicitly into this 
hypothesis. It is true that suburbanization is but one facet of urbani- 
zation; suburbs cannot exist without the urbs. Even so, suburbaniza- 
tion in contemporary U.S. society is significant for current growth 
because of its capacity for enlarging markets and increasing produc- 
tion of particular goods. Although the rapid growth of suburbs in the 
Standard Area during the period since World War II has been pain- 
fully obvious, especially to those involved in the process, this develop- 
ment has been insufficiently analyzed as an element contributing to 
the economic growth of the North compared with that of the South. 

The development of suburbs can be looked upon as an expansion of 
markets, as a desire and a willingness to spend either saved or borrowed 
money in order to make the big leap away from concrete and conges- 
tion. It would require too much space, and it is really unnecessary, 
to itemize here the goods and services needed to raise from the corn- 
field a modern, middle-class suburb. Summarily, the process reduces 
to market growth and to the encouragement of producers to enlarge 
and improve their facilities to meet existing or anticipated market 
demands. This expansion of plant and equipment would then occur 
in the Standard Area, rather than in the South, for two major reasons: 
proximity to the market and the existence, in many cases, of businesses 
already well-established in the growing region. 

Much of the industrial expansion that occurred in the South during 
the postwar period, such as the petroleum and petrochemical growth 
along the Gulf Coast, served national markets and upon completion 
required relatively few workers. In those industries in which larger 
numbers of workers were necessary (for example, textiles), wages have 
tended to be low. These developments have accentuated the disad- 
vantage of the South in terms of relatively high-income, mass markets 
and all of the economic effects of such markets. 

By comparison, Factor Two in the South exhibits the weaker im- 
pact on the region’s growth of the attempt to provide means for future 
growth. The South has been striving to improve human resources and 
to increase manufacturing capital, but so far without the far-reaching 
consequences of expanding mass markets. This suggests that for the 
South a major problem is not only the amount of investment, but also 
the type of investment and distribution between investments for the 
long and the short term. 
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Factor Three is evidence of the lesser degree of contribution to in- 
come made by manufacturing in the South and the entrenched nature 
of manufacturing in the Standard Area. The array of characteristics, 
taken in conjunction with other factors, reinforces the suggestion by 
many that the highest standards of living are attained in association 
with development of service or tertiary industries. Factor Four simply 
indicates that the low-income, unskilled portion of the labor force 
tends to be linked with manufacturing in the Standard Area, and with 
agriculture in the South. Factor Five points up the retarding effect 
upon the South of dependence upon such low-income industries as 
poultry and textiles. In the Standard Area, there is demonstrated a 
greater degree of development of smaller-scale industrial and com- 
mercial establishments, which may disclose the existence of more 
aggressive entrepreneurs. These establishments may also serve as 
the training areas for entrepreneurship. 

As stated in the beginning, the objective of this first analysis was to 
compare the characteristics of the two regions. Further application of 
factor analysis is planned to discover additional reasons for the differ- 
ences in the regions as a means of explaining differential rates of 
growth. Its achievement will require development of techniques for 
introducing dynamic elements, deriving additional basic information, 
and incorporating qualitative data into the analysis. Further testing 
and analysis are expected to yield much more in the way of explaining 
change in the South. 


IX 


Interregional Income Flows 
and the South 


By Werner Hochwald 


I. Southern Economic Development 


The proccss of economic development can be viewed to start 
“within,” focusing on the “internal” economic institutions as they 
motivate economic effort and innovation, or it may be viewed to start 
“without,” focusing on “external” challenges to which the economy 
responds. In either case, the process depends on the way in which 
the growth of individual economic sectors is mutually reinforced for 
the economy as a whole. 

The classical approach to this problem is expressed by the princi- 
ple of comparative advantage. The optimum pattern of production 
and trade for each area is detcrmincd by comparing the domestic 
opportunity cost of producing a given commodity with the price at 
which this same commodity can be exported or imported. As the 
market grows, continuous adaptations to the resultant new opportuni- 
ties for further specialization assure the balanced development of 
each economic sector, whether such sector be defined as a particular 
industry or a particular region in thc world economy. 

The rise of the great multilateral system of international trade and 
payments of the nineteenth and early twentieth centuries has stimu- 
lated a spectacular growth of productivity together with a widening of 
markets and thus has seemed to vindicate these great expectations of 
classical doctrine. Yet it has also left many “underdeveloped” coun- 
tries with isolated export sectors of high productivity surrounded by 
relatively unchanging domestic economic backwardness. It is this 
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apparent contradiction between the classical principle of comparative 
advantage and the spotty historical record of economic growth which 
has dominated recent discussions of economic development. 

Modern growth theory emphasizes the sequence of expansion by 
interrelated sectors rather than the classical assumptions of a com- 
petitive general equilibrium. It thus focuses on conditions which, at 
least temporarily, may prevent the beneficial workings of specialization 
in accordance with the classical doctrine of comparative advantage, 
such as structural disequilibria in factor markets; changes in resource 
endowments brought about by the very process of development; 
economies of scale; and complementarity in both producer and con- 
sumer demand. The imputation of resultant external economies to 
particular industries and firms may seriously affect the estimate of 
comparative advantage and support arguments for “balanced” or 
“planned” growth of interrelated sectors rather than specialization. 

The relative merits of “foreign trade” as opposed to “balanced 
growth” depend on the strength of the forces governing market im- 
perfections.? Though the extraordinary multitude and variety of these 
forces preclude attempts toward their exact measurement, any con- 
ceptualization of economic development is necessarily based on some 
estimate, explicit or implicit, of these forces. As the process of eco- 
nomic development thus conceived is expressed in terms of interre- 
lated “sectors”—interrelated through “foreign” or “balanced” domestic 
trade—the analytic framework must be defined by sector aggregates 
and their interrelations. 

Classical doctrine assumed perfect factor mobility within each 
country but restrictions to mobility across national boundarics; the 
most strategic sector aggregates were therefore “nations” related to 
each other through “foreign” trade. Modern growth theory generalizes 
the possibility of such restrictions, and sector aggregates are now de- 
fined in terms of any spatial combination of resources—a “region”; or 
any functional combination of productive agents—an “industry.” It 

1. For an excellent survey of the recent literature, see Hollis B. Chenery, 
“Comparative Advantage and Development Policy,” American Economic Review, 
LI (March, 1961), 18-51. 

2. The resistance to social change subsumed by economists under the cate- 
gory of “market imperfections” has becn analyzed by Everett E. Hagen in his 
On the Theory of Social Change (Homewood, 1962). For a reformulation of 
classical theory see John M. Letiche, Balance of Payments and Economic Growth 
(New York, 1959). See also J. R. T. Hughes, “Foreign Trade and Balanced 


Growth: The Historical Framework,” American Economic Review, XLIX (May, 
1959), 330-37. 
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Table 1. U.S. Regional Income Per Capita 1880-1960* 


Region 1880 1900 1920 1930 1940 1950 1960 
Continental United States 100 100 100 100 100 =«©100—~=100 
Far West 211 4163 1385 131 «#1382 «120~=«=119 

Middle Atlantic 140 138 133 148 1383 «#118 #117 

New England 141 1383 124 129 127 «1109 111 

Great Lakes 102 106 108 110 112 111 «#24107 

Mountain 166 145 102 86 89 96 95 

Plains 90 97 87 82 81 94 93 

Southwest 61 68 81 64 70 86 86 

South 50 48 56 50 58 68 72 


* Source: 1880-1920, estimates of Richard Easterlin published by Perloff 
et al. in Regions, Resources, and Economic Growth, p. 27; 1930-60, U.S. Office 
of Business Economics. 


is the purpose of this paper to apply the notions of comparative ad- 
vantage and economic development to the American South. 

The South has been the most distinctive “region” in American his- 
tory, a region well defined by a common economic and cultural back- 
ground. The intense interest in its role within the American economy 
has produced a large number of data® and studies of which the present 
volume offers another illustration. 

The South* has participated in the extraordinary rate of growth 
this country has witnessed over the last century, yet has retained its 
position as a region of relatively depressed per capita income even 
after the last generation has seen a marked tendency toward declining 
regional income differentials (Table 1). It is this characteristic of 
the South as a low-income region, low in relative if not in absolute 
terms, that has prompted the many studies to explain the apparent 
paradox of a region which is an integral part of the nation yet persists 
‘in maintaining large income differentials. 

At the time of the Civil War, Southern per capita income was but 
half of the national average. It decreased even further in relative 
terms during the period of reconstruction, amounting to less than 48 
percent of the nation at the turn of the century. Under the impetus 
of the First World War, the figure increased to 56 percent by 1920, 
only to fall back again to 50 percent at the onset of the Great Depres- 

3. For a convenient summary of readily available data, see Economic Char- 
acteristics of the Sixth Federal Reserve District (Atlanta, 1958). 

4, This paper, if not otherwise specified, follows the definition used by the 
U.S. Department of Commerce, which includes the following twelve states: 


Virginia, West Virginia, Kentucky, Tennessee, North Carolina, South Carolina, 
Georgia, Florida, Alabama, Mississippi, Louisiana, and Arkansas. 
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Table 2. U.S. Regional Population 1870-1960* 


Region 1870 1890 1910 1930 1940 1950 1960 
Continental United States 100 100 100 100 100 +=«=100~=«100 
South 29 26 24 22 23 23 22 

Middle Atlantic 25 23 23 23 23 22 22 

Great Lakes 23 21 20 21 20 20 20 

Far West 1.6 3 5 7 8 10 11 

Plains 10 14 13 11 10 9 8 

Southwest 2 4 6 7 8 8 8 

New England 9 8 7 7 6 6 6 

Mountain 0.4 I 2 2 2 2 3 


*® Source: U.S. Bureau of the Census. 


sion, when even absolute per capita income in the South was lower 
than it had been before the “roaring twenties.” From then on, the 
South has seen a steady improvement in absolute as well as relative 
‘terms until the figure today stands at about 72 percent, still almost 
a third below the national average. 

One explanation for these persistent income differentials is the 
high birth rate of many Southern low-income areas, which accounts 
‘for an age distribution of low labor-force participation. Even a high 
level of out-migration has thus been neutralized by a rapid natural 
increase in population, with the result that Southern income is shared 
by an unusually large percentage of children and retired workers 
outside the active labor force. Over the last hundred years, population 
of the South has almost quadrupled, though the region has had rela- 
tively little in-migration from abroad (Table 2). Yet even after ad- 
justing for these differences in the regional age structure, Southern 
income per worker has remained far below the national average.® 

Another obvious explanation of Southern income differentials is 
the industrial composition of the region.* Almost by definition, a 

5. For a survey of recent trends, see John L. Fulmer, Trends in Population 
and Employment in the South since 1930 and Their Economic Significance 
(Atlanta, 1960). Population and migration projections for the South through 
2020 have been prepared by James M. Henderson, “Some General Aspects of 
Regional Developments during the 1950-1960 Decade” (Paper prepared for 
Second Annual Conference, Inter-University Committee for Economic Research 
on the South, New Orleans, 1962). The most comprehensive survey of the 
subject has been directed by Simon Kuznets and Dorothy Swaine Thomas, 
Population Redistribution and Economic Growth, United States 1870-1950 
(Philadelphia, Vol. I, 1957; Vol. II, 1960). 

6. The standard book on the industrial composition of the South has been 


written by Calvin B. Hoover and B. U. Ratchford, Economic Resources and 
Policies of the South (New York, 1951). A wealth of relevant materials and 
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low-income area has a high concentration of low-productivity in- 
dustries. It has often been pointed out that the South, in spite of its 
remarkable population growth, has remained an essentially rural 
region with the lowest national rate of urbanization. Up to 
1920 the South has increased its proportion of national primary em- 
ployment, though its share of total employment, and of total primary 
output, has declined ever since the Civil War. Even in 1960, after 
substantial industrialization, the South’s share of national employment 
in primary industries still amounted to 38 percent, far above the 
region’s population share of 22 percent. This continued reliance on 
agriculture as a major source of employment and income is also shown 
by the fact that the South in 1960 still received 10 percent of its 
total personal income from farming, in contrast with the national 
average of 6 percent (Table 3). 

Agriculture is not the only slow-growth industry with a dominant 
influence on Southern employment and income. In manufacturing, 
textiles illustrate another sector which has been declining nationally. 
In other regions, such local specialization in industries declining na- 
tionally has often been compensated by upward “differential” employ- 
ment shifts? as new industries have been attracted by the resources 
released in the declining sectors of the local economy, which there- 
fore has been expanding in certain employment sectors more rapidly 
than other regions. This upward differential effect has been strongest 
in areas of rapid industrialization, such as the Far West or the Great 
Lakes, where the growing metropolis has absorbed for many decades 
the rural population displaced by rapid strides in farm labor pro- 
ductivity. 

The South, too, has seen, of course, many upward “differential” 
employment shifts. Its growth has been accomplished, as in so many 
“underdeveloped” areas, by absorbing a larger and larger share of 
interpretation is contained in Harvey S. Perloff, Edgar S. Dunn, Eric E. Lampard, 
and Richard F. Muth, Regions, Resources, and Economic Growth (Baltimore, 
1960), summarized and brought up to date by Harvey S. Perloff and Vera W. 
Dodds in How a Region Grows (New York, 1963). Special aspects of the prob- 
lem have been treated in Otis Dudley Duncan, William Richard Scott, Stanley 
Lieberson, Beverly Davis Duncan, and Hal H. Winsborough, Metropolis and 
Region (Baltimore, 1960). See also Victor R. Fuchs, Changes in the Location 
of Manufacturing in the United States since 1929 (New Haven, 1962). Many 
disciplines have contributed to The Southern Appalachian Region: A Survey 
(Lexington, 1962). 

7. “Proportionality” and “differential” shifts are concepts used extensively by 


Perloff et al., op. cit., pp. 70-74, to describe different aspects of regional eco- 
nomic growth. 


Table 3. Industrial Origin of Personal Income 1960* 


Farms 

Region Mining Construction Manufacturing Trade 
Continental United States 6.0 6.6 29.6 19.5 
Far West 5.2 7.6 25.0 20.0 
Middle Atlantic 1.8 5.7 32.2 19.7 
New England 137 5.8 37.9 18.1 
Great Lakes 3.8 5.9 39.9 18.2 
Mountain 13.6 9.2 14.8 20.4 
Plains 13.7 7.3 21.4 20.9 
Southwest 14.2 7.9 16.3 21.1 
South 9.9 7.0 24.2 19.8 


* Source: U.S. Office of Business Economics. 


Finance 
Transportation 
Communication 


Services 


Government Total 


SMOjy ewWod.U] jOUC!Ga2z0}U] 


STZE 


326 Werner Hochwald 


industries declining elsewhere. Food products, textiles, and apparel 
have been important throughout the region ever since the turn of the 
century. Tobacco products and furniture have become dominant in 
the Upper South, pulp and paper in the Lower South. Metal prod- 
ucts have contributed to upward differential shifts in Alabama, Ken- 
tucky, and Tennessee. More recently, the decentralization of auto- 
mobile assembly, rubber, chemical, and aerospace industries has 
accelerated Southern gains in nationally growing sectors. Yet in 
many areas of the South, unfavorable downward “proportionality” 
shifts due to the dominance of nationally declining industries, such 
as agriculture or textiles, even now still outweigh trends in the oppo- 
site direction. 

The dominance of primary employment in farming and industries 
processing the products of agriculture, with relatively low labor pro- 
ductivity, accounts for average earnings in the South well below those 
prevalent in other parts of the nation. Such references to the indus- 
trial composition of the South, however, restate rather than explain 
the phenomenon of persistent income differentials which, in the suc- 
ceeding sections of this paper, will be related to interregional income 
flows. 


Il. Interregional Income Flows 


Income accounts have become the most universal tool by 
which to understand the process of income determination and eco- 
nomic development. Information on the sources and uses of income 
helps to trace the sequence of expansion or contraction by interrelated 
sectors through the income circuit of the national economy, The 
direct sources are found in the industries paying for factor services, 
and estimates of regional income by industrial source have long been 
considered among the most valuable indicators of regional economic 
change. Yet income flows have no beginning and end; industrial 
sources can be pushed backward to the ultimate customers of the 
industries paying out income. These ultimate customers in turn are 
themselves income recipients, and income sources are therefore ulti- 
mately determined by the expenditure patterns of these same income 
recipients. This circular flow of income, in addition to the inter-in- 
dustry effects just described, has a variety of dynamic multiplier 
effects depending on the speed with which income is spent and the 
rate of capital formation. 

Interregional income flows focus attention on the points where 
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these circular flows cross real or imaginary boundaries between the 
diverse geographic regions of the national economy. Income may be 
earned from the “export”® of commodities and services to other regions, 
“exports” which in turn call for many subsidiary local inputs by the 
direct “exporters” and thus create income through a whole hierarchy 
of industrial stages in the local economy. Again, as with all income 
flows, these inter-industry effects are reinforced by dynamic multi- 
pliers as local income recipients spend their incomes earned from sales 
to other regions, and new “export” markets encourage local capital 
formation as well as interregional capital flows. 

On the other hand, there are “leakages” as the region “imports” 
commodities and services from outside. These “leakages” lead to 
income losses as local income recipients spend their money, directly 
or indirectly, “abroad” rather than at home. Yet analogous to the 
well-established principles of international trade, “imports” from other 
regions are essential to maintain “exports” and to close gaps in the 
interregional income circuit. The: ultimate importance of “imports” 
for local income is measured, of course, not by their immediate “nega- 
tive” impact on regional income receipts but rather by their contribu- 
tion to local resource productivity and capital formation. 

Interregional income flows thus may identify the extent to which 
a region has used its comparative advantage for growing with the na- 
tional economy and, perhaps more importantly, for understanding 
changes in the region’s comparative advantage as a result of structural 
transformation within the national economy. On the national level, 
‘the balance of international payments relates movements in the do- 
mestic income stream to the rest of the world. On the regional level, 
these relations tend to be larger and far more complex, as the region 
is by definition an “open” part of the national economy. At the same 
time, and for the same reason, these relations are far more difficult 
to measure, as few data are available to construct a regional balance 
of payments. 

Even without a regional balance of payments, however, it may be 
useful to distinguish as carefully as possible among the several spatial 
and industrial components of regional income. Analogous to the 
national income accounts, regional product can be conceived as result- 
ing from expenditures by local consumers, business, and government. 
In addition, the regional net balance of sales to and purchases from 
“foreigners” becomes a component of regional product. And anal- 


8. “Exports” in quotes refer to sales of local industry to buyers located in 
other regions of the domestic economy. 
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ogous to the national balance of payments, this regional net balance 
in turn can be conceived as resulting from transactions on current, 
capital, and government accounts. 


Jit. Current Account 


The South had its very beginnings as an export economy. 
Tobacco, rice, sugar, cotton, these were the export staples in which 
the South excelled and in which slave labor was both the major capi- 
tal investment and an important intermediate product. Yet an ex- 
port economy is likely to survive only if its supplies are elastic enough 
to adjust with changing export markets, a process facilitated by the 
growth of “residentiary industries” supplying the many demands de- 
rived from the export base and thus broadening the range of domestic 
resource allocation. Yet what stands out in the historical develop- 
ment of the South is its long hesitancy to expand the size of its own 
market.® At the time of the Civil War, New Orleans was the only 
Southern city ranking among the first fifteen in the United States. 
Locally oriented industries and services were conspicuously fewer in 
the South, on a per capita basis, than elsewhere. Only with the turn 
of the century did the South move toward some industrial diversifica- 
tion to meet more adequately growing local demands. 

As long as export income is used primarily for investment “abroad” 
‘or imports of luxury consumer goods to satisfy the needs of a few high- 
income recipients, the region contributes little to the broadening of its 
own economic base and thus remains vulnerable to shifts in export 
demand. Foreign trade under these conditions does not transmit its 
full advantages to all sectors of the regional economy. The elasticity 
of local supplies is partly determined, of course, by the region’s 
natural endowments, which are likely to have established its compara- 
tive advantage fer the export products in the first place. Yet as the 
very essence of economic development is a change in the use of these 
natural endowments, the question turns to the characteristics of the 
export economy which facilitate or arrest more balanced growth. The 
importance of agricultural-production functions and land tenure in 
this context is a familiar theme; American history has often been dis- 
cussed in terms of the striking contrast between the slave-operated 
plantation of the South and the general-purpose family farm of the 
North. 

9. This thesis has been propounded with persuasive force by Douglass C. 


North, The Economic Growth of the United States 1790-1860 (Englewood 
Cliffs, 1961), pp. 122-34. 
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Table 4. Median Income 1950 by Years of School Com- 
pleted* (South as Percent of Non-South) 


8 YEARS OF 12 Years oF 16 YEARS oF 
ScHooL CoMPLeTED ScHooL CompLeTeD ScHoot CompLeTeD 
Age 
White Non-White White Non-White White Non-White 
14-17 101 84 _ —_ — — 
18-19 85 68 91 76 — — 
20-21 84 81 81 73 120 — 
22-24 78 69 91 62 103 — 
25-29 84 69 94 72 101 86 
30-34 82 71 96 75 101 84 
35-44 79 70 97 78 99 86 
45-54 78 66 96 74 98 83 
55-64 73 57 91 70 96 79 
65-74 70 50 86 49 97 — 
75 and over 85 48 84 _ 98 — 


* Source: U.S. Bureau of the Census. 


Resultant differences in the distribution of export income may in- 
fluence not only the demand for consumer goods but also, perhaps 
even more importantly, the demand for capital investment. Under 
the plantation system, with its marked inequality of incomes, the 
community was reluctant to spend public funds for education or re- 
search other than that immediately related to the staple export.1° In 
contrast, regions with a more equitable income distribution improved 
their comparative advantage through investment in human capital 
and thus raised the supply elasticities of a more highly skilled and more 
versatile labor force. The persistence of educational differences, and 
their impact on Southern development, is illustrated by the 1950 
Census data on median income (Table 4). Southern workers with 
only elementary school training received considerably less than sim- 
ilar workers in other parts of the country, while regional income dif- 
ferentials disappeared for college graduates.1!_ Such an imbalance 
in educational investment may lead to the continued out-migration 
of abler workers attracted by opportunities outside the region. South- 
ern educators have for a long time complained of losing their college 

10. For a case study, see William H. Nicholls, “Some Foundations of Eco- 
nomic Development in the Upper East Tennessee Valley 1850-1900,” Journal of 
Political Economy, LXIV (October, 1956), 400-15. 

11. Professor Burton A. Weisbrod has computed the present capital value of 
lifetime income and found substantially higher returns of educational investment 


in the South. This would appear to indicate the shortage of “human capital” in 
a developing economy. 


Table 5. U.S. Regional Distribution of Manufacturing Labor Force and Value Added by Manufac- 
ture 1870-1950* 


1870 1890 1910 1930 1950 
Labor Value Labor Value Labor Value Labor Value Labor Value 
Region Force Added Force Added Force Added Force Added Foree Added 
Continental United States 100 100 100 100 100 100 100 100 100 100 
Northeast 80 84 74 82 69 77 67 76 68 71 
West 10 10 15 11 18 13° 19 14 17 17 
South 10 6 ll vi 13 10 14 10 15 12 


* Source: Kuznets and Thomas, Population Redistribution, Vol. I, Table M-8. 
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graduates; it could well be that a region with relatively low expendi- 
tures for cducation subsidizes the rest of the country, since its invest- 
ment is too low for major innovations but “too high” for the limited 
local employment opportunities. 

Data on the industrial composition of the South would indicate 
that the region has retained its position as an exporter of raw mate- 
rials and an importer of finished goods or services until the recent 
past. As Table 3 shows, no other region of equal population density 
relies to the present day so heavily on primary industries as sources 
of personal income. Residents of the South received almost $11 bil- 
lion in 1929, a post-World War I peak reached again only in 1940. Lo- 
cation coefficients of American industry suggest that Southern “ex- 
ports” in the late twenties were concentrated in cotton, tobacco, coal, 
lumber, and textiles, while regional “imports” were high for most 
manufacturing industries and “invisible” services. Though the South 
at that time had only 20 percent of the total national labor force, it 
still employed 40 percent of all workers in U.S. resource industries. 
Value added by Southern manufacture in the late twenties was, as 
a percentage of total U.S. output, actually somewhat lower than it 
had been before World War I (Table 5). Similar conclusions emerge 
from a study of rail freight movements from and to the Southern 
District in 1929 (Table 7). 

The large margin of error inherent in any estimate of interregional 
trade makes it difficult to come up with any precise statement about 
a net “export” or “import” balance of the South on current account in 
1929. The evidence suggests that there may have been a slight ex- 
cess of credits, including interest and dividends received from outside 
the region, though minor changes in the assumptions underlying these 
estimates would change the net “export” balance into a net “import” 
balance on current account, and the reliability of the estimates is so 
low that either result appears quite probable. The direct impact of 
any net current balance on Southern income therefore may have been 
small, though the gross interregional income flows have been a major 
detcrminant of the Southern industrial structure. The essential fact 
remains that Southern export industries were characterized by low 
per capita income in 1929 while most of the imports originated in 
“foreign” industries of much higher per capita productivity. 

The continued reliance on “primary” exports of low labor pro- 
ductivity also suggests that the “indirect exports” of the South were 
relatively small. Each service or commodity “exported” depends on a 
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large number of secondary industries from whom the “exporter” buys 
essential parts of the final “export” product. Indeed, it is this mullti- 
plier effect of inter-industry relations which explains the wide interest 
in regional “exports.” For the nation as a whole, attempts have been 
made to trace either the complete reaction on all other industries of 
a single industry’s exports!” or the effect of all exports on each indi- 
vidual industry.4% These attempts would indicate that for every 
dollar’s worth of goods exported directly there is, roughly, another 
dollar’s worth of goods indirectly exported through complementary 
reaction paths. This ratio will vary, of course, from industry to in- 
dustry and from region to region. As mentioned before, the historical 
evidence would indicate that this ratio in the South, until the recent 
past, was far below the national average. 

Over the last generation the South has experienced large “differen- 
tial” employment shifts already referred to above.’ These shifts 
have not only changed the over-all composition of Southern trade with 
the rest of the nation but also introduced a much more heterogenous 
industrial structure within the South, so that the analytical usefulness 
of an over-all Southern balance of trade may be questioned. The 
following picture emerges by 1960: Southern agriculture has become 
much more diversified, with a notable upward shift in livestock pro- 
duction. While the traditional staples of cotton and tobacco have 
remained major regional “exports” (either direct or “indirect,” em- 
bodied in manufactured goods), farm imports into the region have 
shown a relative decline. Lumber and coal “exports” have remained 
important, though again with a shift from direct to indirect exports. 
Notable upward differential shifts in manufacturing have occurred in 
most states of the South, particularly in Florida, Kentucky, Tennessee, 
and Mississippi, with resultant net decreases in manufacturing “im- 
ports.” Almost 90 percent of all tobacco goods are now manufactured 
in the South, and more than half of all American textiles come from 
this region. Lumber and furniture industries provide one quarter 
of the national output; chemicals and paper approach this ratio. 
Electrical machinery and precision instruments, almost non-existent 
before World War II, have increased eightfold their share of the 
national output (Table 6). Other striking upward shifts have oc- 


12. Walter S. Salant and Beatrice N. Vaccara, Import Liberalization and 
Employment (Washington, 1961). 

13. Marvin Hoffenberg, “Employment Resulting from U.S. Exports,” Monthly 
Labor Review, LXV (December, 1947), 675-78. 

14. See Table 13 as prepared by Edgar S. Dunn for Perloff and Dodds, op. 
cit., pp. 78-79. 


Interregional Income Flows 333 


Table 6. Value Added by Southern Manufacture 1939, 
1947, and 1958* (South as Percent of Continental United States) 


1939 1947 1958 
All Manufacturing 11.4 12.6 14.0 
Food 10.1 12.1 14.5 
Tobacco 70.0 72.1 87.2 
Textile 34.5 35.6 56.1 
Apparel 6.7 8.5 15.2 
Lumber 32.0 32.4 25.1 
Furniture 17.7 19.7 24.8 
Paper 12.5 17.8 22.4 
Printing 6.4 6.6 8.1 
Chemicals 17.5 18.8 23.5 
Petroleum 5.5 10.9 12.4 
Rubber 0.1 0.1 7.7 
Leather 4.3 5.8 8.7 
Stone 13.2 14.9 15.8 
Primary Metal 8.8 8.1 10.6 
Fabricated Metal 5.4 5.6 8.0 
Machinery 1.8 2.2 4.3 
Electrical Machinery 0.1 2.3 7.8 
Transportation Equipment 2.7 3.2 5.7 
Instruments 0.4 0.1 3.0 
Miscellaneous 2.5 2.3 5.8 


* Source: U.S. Bureau of the Census. 


curred in financial and professional services throughout the South, 
with tourist services standing out in Florida and Kentucky. Retire- 
ment income from outside the region has become another important 
credit among the “invisible” items in the Florida balance of payments. 

Paucity of actual trade data again prevents any precise estimate 
of the net changes in the Southern balance of trade. While exports 
have grown, so, with a rising per capita income, have imports. What 
stands out are not changes in the net trade balance of the South but 
far-reaching shifts in the trade composition, with a relative decline 
of raw materials as a componcnt of regional “exports.” Residents of 
the South received a personal income of $65 billion in 1960, a six-fold 
increase over 1929, Rail freight tonnage shipped into and out of the 
South increascd far less (Table 7), a fact explained in part by price 
increases and the general loss of rail freight to competing carriers, but 
more importantly by the shift from low-value raw materials to high- 
value finished goods in the interregional trade relations between the 
South and the rest of the nation. With the growth of Southern process 
and service industries, “indirect” exports and imports have increased; 
the resultant pattern of interregional income flows has become far 


Table 7. Rail Freight Originating or Terminating in Southern District* f (Thousands of Tons) 


Freight Origin. 
Products of Agriculture 14865 
Animals and Products 18388 
Products of Mines 204705 
Products of Forests 29659 
Manufactures 37284 
Less than Carload 7082 


° Excludes Arkansas and Louisiana. 


1929 

Term. Net 

16318 —1448 
2013 —175 

98090 +106615 

22817 +6842 

40066 —2782 
7077 +5 


¢ Source: Interstate Commerce Commission. 


Origin. 


10007 
1484 
183097 
19666 
35863 
2915 


Net 


— 1880 
—191 
+78405 
—11716 
—4000 
—3647 


1950 

Origin. Term. Net 
16104 18449 = —2345 
1615 1784 —169 
250795 184941 +115854 
32134 275382 +4602 
63614 69311 —5697 
2479 =. 2748 —269 


1959 
Orgin. Term. Net 
15525 20345 —4820 
1093 1445 —352 
260015 182998 -+77017 
35229 35080 +149 
74973 78332 —3359 
848 812 +36 
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more complex than a generation ago, indicating a less distinctive South- 
em region whose 1960 current account with the rest of the national 
economy exhibits a high degree of mutual interdependence with a 
large diversity of trade cross-currents. 


IV. Capital Account 


Interregional income flows on current account affect regional 
capital formation in two ways. First, the industrial composition of 
the current account may reflect the import of capital goods which in- 
crease “domestic” productivity and in turn encourage “domestic” 
savings. Second, any net balance on current account may be financed 
by corresponding transactions on capital account in a way familiar 
from international trade analysis. 


Table 8. Time Deposits and Construction Contracts 1929 
and 1960* (South as Percent of Continental United States) 


Personal Time Construction Time Deposits/ Construction Contracts/ 
Year Income Deposits Contracts Personal Income Personal Income 


1929 11.7 6.2 7.4 0.53 0.64 
1960 15.6 8.5 19.1 0.55 1.22 


* Source: U.S. Bureau of Business Economics, U.S. Comptroller of the Cur- 
rency, F. W. Dodge Corporation. 


As outlined above, the history of the South has been characterized 
by a relative lack of capital imports. Whatever capital formation 
took place before the Civil War was rather directly related to the 
export staple crops. With reconstruction and the beginnings of in- 
dustrialization, the import of capital equipment increased; yet it 
appears that until the recent past, plant and equipment expenditures 
in the South remained below the national average while the primary 
resource industries were labor- rather than capital-intensive. In 1929, 
the value of construction contracts in the South amounted to but 7 
percent of the national total (Table 8), though personal income ap- 
proached 12 percent. Yet over the last generation this picture has 
been dramatically reversed, and Southern construction now runs ahead 
of the national average, amounting to more than 19 percent of the 
national total in 1960. A similar reversal has occurred for new plant 
and equipment expenditures, which now reach 17 percent of the na- 
tional total (Table 9). 

Though these capital expenditures can be estimated with reason- 
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Table 9. Plant and Equipment Expenditures 1940 and 
1959* (South as Percent of Continental United States) 


Personal Plant and Plant and Equipment/ 
Year Income Equipment Personal Income 
1940 13.0 14.5 1.12 
1959 15.8 17.5 1.11 


* Source: U.S. Bureau of the Census. 


able accuracy, it is much harder to establish their regional origin. As 
difficult and precarious as it is to measure interregional income flows 
on current account, these difficulties are compounded when it comes 
to an evaluation of capital flows. Assuming no major regional differ- 
entials in the national rate of savings, it would seem a plausible hy- 
pothesis that local capital expenditures below the national norm (com- 
puted as a function of income) would signify a net outflow on capital 
account, while an opposite ratio would suggest a net capital inflow. 
The testing of such a hypothesis is further complicated by the fact 
that the South—like most areas outside major capital markets—appears 
to have a net outflow on personal capital account and a net inflow on 
business capital account. Thus time deposits amount rather consist- 
ently to but half of the national average, again computed as a 
function of income, though the ratio of capital expenditures has 
changed greatly over the same period (Table 8). Similar conclusions 
are borne out by the interdistrict settlement fund net clearings of the 
Federal Reserve System. These clearings are influenced by Treasury 
transactions, and their proper interpretation is therefore beset with 
difficulties. Persistent net outflows from the Richmond, Atlanta, and 
Dallas Districts appear to indicate, though, the important role of the 
Chicago and New York money markets in financing the rapid growth 
of the Southern region, accommodating a net outflow of personal 
savings which were channeled back in the form of business and goy- 
ernment funds. Personal income for the nation as a whole increased 
by 270 percent from 1941 to 1958. Over this same war and post-war 
period, the Atlanta and Dallas districts increased their income more 
than fivefold yet recorded a net outflow of more than $15 billion 
through the interdistrict settlement fund.1> Still other evidence is 
provided by a recent survey which shows about three-fifths of all 

15. Norman N. Bowsher, J. Dewey Daane, and Robert Einzig, “The Flows 


of Funds between Regions of the United States,” Journal of Finance, XIII 
(March, 1958), 1-20. 
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funds used for industrial expansion in the Atlanta Federal Reserve 
District coming from outside the South. These figures would suggest 
sizeable and continued net credits on capital account. 


V. Government Account 


The growth of the public sector has—whether by design or 
otherwise—led to a redistribution of income among persons, industries, 
and regions. Where the central government relies on the progressive 
income tax as its major source of revenue, and federal expenditures 
are distributed evenly, it is inevitable that low-income regions have a 
net inflow on government account. This impact is heightened if 
federal funds are spent more heavily in these areas, either as a delib- 
erate social policy to alleviate distress and to speed up economic 
growth in the less developed regions of the nation, or as a by-product 
of other policies, such as the ready availability of unused resources 
for purposes of national defense. 

Until a generation ago, the very smallness of the federal budget 
minimized the impact of the government account on the South. Since 
then, however, the federal government has become a major source of 
funds for Southern development.'® Internal revenue receipts from 
the South have gone down as a percent of the national total, from 
over 17 percent in 1940 to 11 percent in 1960 (Table 10), a figure 
which overstates the federal tax incidence on the South by several 
percentage points because of the way alcohol and tobacco taxes are 
collected from manufacturers in North Carolina, Virginia, and Ken- 
tucky. Over this same time span, most federal expenditure programs 
in the South have been greatly expanded. In 1940, the South received 
about 16 percent of all federal aid; by 1960, this ratio had increased 
to almost 25 percent. Similar ratios hold for veterans’ and other trans- 
fer payments, the most direct impact of federal payments on inter- 
regional income flows.7_ The Southern share of defense expenditures 
is smaller, about 14 pereent, yet the Southern “space crescent” is re- 
ceiving a very much larger share of total NASA expenditures. 


16, Marshall R. Colberg, “The Effect of the Federal Government’s Economic 
Policies upon the Economic Development of the South” (Mimeographed paper 
for the Second Annual Conference of the Inter-University Committee for Eco- 
nomic Research on the South, New Orleans, 1962). 

17. Howard G, Schaller, “Social Security Transfer Payments and Differences 
in State Per Capita Incomes, 1929, 1939, and 1949,” Review of Economics and 
Statistics, XXXVII (February, 1955), 83-89. 


Table 10. Federal Receipts and Expenditures 1940 and 1960* (South as Percent of Continental 
United States) 


Personal Internal Revenue Federal Veterans’ Defense Internal Revenue/ Federal Aid/ Veterans’ Exp./ Defense Exp./ 


Year Income Collections Aid Exp. Exp. Personal Income Personal Income Personal Income Personal Income 
1940 13.0 17.4 16.4 ae PoRS 1.35 1.26 sins shies 
1960 15.6 11.9 24.8 22.8 14.5 0.76 1.59 1.46 0.93 


* Source: U.S. Bureau of Business Economics, U.S. Bureau of Internal Revenue, U.S. Social Security Administration, U.S. De- 
partment of Defense. 
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VI. Factor Analysis 


Still another approach to the analysis of interregional income 
flows is suggested by factor analysis. Correlations among a large 
number of observed data may help to disclose the aggregates of funda- 
mental importance for the process of economic development. Factor 
analysis is a statistical technique to resolve a large set of variables 
linearly into a small number of strategic categories or “factors” by 
finding the correlations among all the variables. Thus far it has 
found its most extensive application in psychology and education to 
provide mathematical models for the explanation of human ability 
and behavior.!® More recently, however, it has also been used to 
offer criteria for the delineation of “regions”! and to find similarities 
of industrial composition which might be condensed into basic devel- 
opment- or trade-patterns of a composite multi-index character.?° 

The variables refer to population, resources, and economic activi- 
ties (Table 11); their 1960 scores for the South, as they relate to the 
national average, are shown in Table 12. The demographic data in- 
clude population growth and density (Variables 1-4). Resources list, 
among others, value of farm real estate (Variables 5 and 6), road 
mileage and motor vehicle registrations (Variables 19 and 20), in- 
surance and bank deposits per capita (Variables 12 and 13). Eco- 
nomic activities are sectored by major industry groups. State and 
local governments are recorded by per capita revenue (Variable 18) 
and expenditures (Variables 8-11). Construction contracts and elec- 
tric energy produced are listed to indicate elements of growth ( Varia- 
bles 14-17). Employment and income per employee are entered for 
all major industries and two-digit subgroups of manufacturing ( Varia- 
bles 21-43). Average labor costs are computed per dollar of sales or 

18. For a good survey and an extensive bibliography see Harry H. Harman, 
Modern Factor Analysis (Chicago, 1960). 

19. Margaret J. Hagood, “An Examination of the Use of Factor Analysis in 
the Problem of Subregional Delineation,” Rural Sociology, September, 1941. For 
a more general discussion, see Walter Isard, Methods of Regional Analysis (New 
York, 1960), pp. 293-305. 

20. Brian J. L. Berry, “An Inductive Approach to the Regionalization of 
Economic Development,” Essays on Geography and Economic Development 
(Chicago, 1960), pp. 78-107. The findings of this factor analysis have also. 
been presented in Norton Ginsburg, Atlas of Economic Development (Chicago,. 
1961), pp. 110-19. For a factor analysis of urban patterns, see Leo F. Schnore, 
“The Statistical Measurement of Urbanization and Economic Development,” Land 
Economics, XXXVII (August, 1961), 229-45. See also Christen T. Jonassen. 


and Sherwood H. Peres, Interrelationships of Dimensions of Community Systems- 
(Columbus, 1960). 
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Table 11. Seventy-Five Variables Used for the Factor 
Analysis 


Demographic 
1. Percent Increase in Population 1940-60* 
2. Population Density* 
3. Crude Birth Rate per 1,000 Population* 
4. Death Rate per 1,000 Population® 


Agricultural 


5. Value of Farm Real Estate 
6. Percent of Tenant-Operated Farms* 
7. Corn Yields per Acre> 


General Expenditures of State and Local Government per Capita 
8. Education® 
9. Highways® 

10. Public Welfare* 

11. Health and Hospitals® 


Growth Indicators 


12. Insurance per Capita® 

13. Bank Deposits per Capita? 

14. Value of Construction Contracts per Capita® 

15. Total Kilowatt Hours of Electric Energy Produced 

16. Per Capita Kilowatt Hours of Electric Energy Produced 
17. Percent Increase of Electric Energy Produced 1940-60! 
18. State Revenue per Capita® 

19. Road Mileage per Capita 

20. Motor Vehicle Registrations per Capita 


Distribution of Employment 

21. Mining* 

22. Contract Construction® 

23. Manufacturing" 

24. Transportation and Public Utilities 
25. Wholesale and Retail Trade* 

26. Finance, Insurance, and Real Estate 
27. Services® 

28. Government 


Income 


29. Personal Income per Capita 

80. Share of United States Personal Income? 
31. Average Teachers’ Salary 

32. All Manufacturing Industries* 

33. Food and Kindred Products* 

34. Textile Mill Products* 

35. Furniture and Fixtures* 

36. Chemicals and Allied Products® 

37. Fabricated Metal Products* 

38. Apparel and Related Products* 

39. Printing and Publishing Industries* 
40. Stone, Clay, and Glass Products* 
41. Machinery (except Electrical)* 

42. Retail Trade* 

48. Selected Services® 
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Table 11 (continued) 


Value Added per Employee 


. All Manufacturing Industries® 

. Food and Kindred Products*® 

. Textile Mill Products* 

. Furniture and Fixtures* 

. Chemicals and Allied Products* 

. Fabricated Metal Products* 

. Apparel and Related Products*® 

. Printing and Publishing Industries* 
. Stone, Clay, and Glass Products* 

. Machinery (except Electrical) 


Sales per Employee 


54. 
55. 


Retail Trade* 
Selected Services* 


Average Labor Cost per Dollar of Sales or Value Added 


. Retail Trade*® 

. Selected Services* 

. All Manufacturing Industries* 

. Food and Kindred Products* 

. Textile Mill Products* 

. Furniture and Fixturcs* 

. Chemicals and Allied Products* 

. Apparel and Related Products® 

. Printing and Publishing Industries* 
. Stone, Clay, and Glass Products* 
. Machinery (except Electrical)* 


Location Quotients 


67. 
. Textile Mill Products* 

. Furniture and Fixtures Industry* 

. Chemicals and Allied Products* 

. Fabricated Metal Products* 

. Apparel and Related Products* 

. Printing and Publishing Industries* 
. Stone, Clay, and Glass Products* 

. Machinery (except Electrical)* 


Food and Kindred Products* 


8 U.S. Bureau of the Census. 

b U.S. Department of Agriculture. 

¢ Institute of Life Insurance. 

4 Board of Governors of the Federal Reserve System. 
eF, W. Dodge Corporation. 

£ Federal Power Commission. 

£ U.S. Bureau of Public Roads. 

bh U.S. Bureau of Labor Statistics. 

4U.S. Office of Business Economics. 

JU.S. Office of Education. 
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1960 Standard Scores of 75 Variables 


Table 12. 
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Table 12 (continued) 


Kentucky Louisiana 


Georgia 


Florida 


Alabama Arkansas 


Variables 


CC ee ne ne ee ee a er er er ee ee ee 


o 8 8 8 ee ee ee ee le tl 


Tenn. 


Miss. 


Variables 


Ce nn SS SS 


oe ee ee ee te ee ee ew 


AN OO id co be oO PHN OO HID OP OMS IN OO MUD reaOAoodNnost 
™ ae BARN RAR RR RRR SSSS 


344 Werner Hochwald 


Table 12 (continued) 


Variables Miss. N.C. 8. C. Tenn. Va W. Va 
35 0.20 0.20 0.20 0.20 0.20 0.20 
36 —0.46 —0.03 0.39 0.39 0.39 0.81 
37 —0.15 —0.14 —0.14 —0.14 —0.14 —0.14 
38 —0.15 —0.03 —0.11 —0.14 0.05 —0.06 
39 —1.04 —0.49 —0.40 —0.06 —0.48 —0.58 
40 —5.10 —1.39 —0.93 —0.31 —0.67 —0.01 
41 —0.27 —0.40 —0.49 0.12 —0.23 0.23 
42 —0.26 —0.26 —0.26 —0.26 —0.26 —0.26 
43 —0.52 —0.52 —0.52 —0.52 —0.52 —0.52 
44 —0.57 —0.45 —0.45 —0.32 —0.19 0.06 
45 —1.76 —0.85 —1.30 —0.40 —0.85 —0.85 
46 0.35 0.35 0.70 0.70 0.70 0.35 
47 0.17 0.17 —0.17 0.17 0.52 0.52 
48 —0.01 0.02 0.35 0.06 0.12 0.46 
49 —1.28 0.28 0.87 —0.30 0.38 1.16 
50 —0.45 —0.07 —0.23 —0.21 —0.23 —0.45 
51 —1.21 —0.52 —0.41 0.03 —0.73 —0.69 
52 —4.10 —1.50 —0.47 —0.32 —0.02 —1.00 
53 0.05 —0.21 —0.52 —0.11 0.05 0.05 
54 —0.57 —0.91 —1.23 —1.07 —1.61 —0.78 
55 —1.54 —1.62 —1.46 —1.32 —1.19 —0.60 
56 —2.09 —0.87 —0.87 —0.87 0.36 0.36 
57 —0.81 0.27 —0.09 1.36 1.36 0.99 
58 0.37 —0.61 0.09 —0.33 —0.89 —0.61 
59 2.03 —0.46 1.83 —0.05 —0.26 0.58 
60 0.92 0.61 0.61 0.45 0.42 0.45 
61 0.11 0.33 0.58 0.41 0.11 —0.01 
62 —0.138 0.55 0.55 0.97 0.46 0.55 
63 0.88 0.42 0.51 0.46 0.69 1.10 
64 0.45 0.13 0.13 0.02 0.56 0.34 
65 —4.68 0.70 —0.33 0.08 —0.64 1.53 
66 —0.11 —0.01 0.25 0.41 —0.11 0.36 
67 4.46 —0.47 4.02 —0.29 —0.27 —0.51 
68 —0.09 3.20 4.61 0.23 0.59 —0.40 
69 1.41 3.15 —0.30 0.74 2.01 —0.66 
70 —0.13 —0.34 1.02 2.41 1.87 3.48 
71 —0.15 —0.15 —0.15 —0.14 —0.15 —0.14 
72 3.79 0.30 1.33 1.18 0.56 —0.54 
73 —0.82 —0.82 —1.03 0.04 —0.21 —0.73 
74 —1.01 —0.53 —0.32 0.03 —0.19 3.47 
75 —0.74 —0.78 —0.83 —0.46 —0.88 —0.58 


value added, again broken down by major two-digit subgroups of 
manufacturing (Variables 56-66). Output data are listed separately, 
for manufacturing as value added (Variables 44-53), for trade and 
services as sales (Variables 54 and 55). Finally, location quotients 
have been obtained for all manufacturing subgroups of special im- 
portance to the South (Variables 67-75). 

To correlate this wide variety of social and cconomic indices, the 
seventy-five variables have been resolved linearly in terms of a small 
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Table 13. 1960 Factor Values of 75 Variables 
Factors 
Variables 1 2 3 4 5 6 
1 —026 101 038 157 114 —018 
2 086 053 102 —033 — 002 076 
3 —105 —022 —015 086 130 093 
4 044 —007 053 —166 —114 —057 
5 000 —005 — 083 164 030 110 
6 —016 —092 —124 058 085 153 
7 073 111 002 019 015 —075 
8 —044 144 — 038 004 139 003 
9 —096 094 036 —1138 044 000 
10 —000 026 —095 —041 067 — 058 
11 002 088 049 —087 —020 065 
12 022 001 028 —020 —129 158 
13 050 129 0388 —112 —010 074 
14 —106 034 063 —069 —074 032 
15 094 052 —049 097 —075 000 
16 —022 031 —005 185 —026 —132 
17 —003 000 048 023 182 154 
18 — 0930 148 —002 —050 —014 004. 
19 —152 029 —019 —040 —102 027 
20 101 004 —082 100 —078 — 049 
21 —084 —003 —055 034 011 —059 
22 141 —029 119 —045 —O11 000 
23 —091 048 —159 014 —026 —046 
24 —082 —010 — 202 —013 064 060 
25 071 069 —1038 —023 020 091 
26 —068 098 060 076 —086 —074 
27 —135 —039 —086 022 042 034 
28 ~—118 018 —053 035 077 039 
29 051 180 052 —003 024 030 
30 051 180 054 — 003 024 029 
31 053 168 018 065 089 024 
32 0380 069 — 058 —012 —079 100 
33 036 045 —095 —191 —017 092 
384 117 014 119 015 —016 085 
35 120 —009 —086 —023 —153 —051 
36 109 —008 —123 100 —009 023 
37 —109 — 004 —080 —037 —023 — 056 
38 151 013 —020 —020 076 —021 
39 061 115 —061 077 —073 133 
40 022 168 —022 012 009 —136 
41 117 —013 —088 —047 140 —011 
42 —019 089 034 136 —054 — 099 
43 009 144 063 059 —181 005 
44 020 066 — 074 005 —104 080 
45 051 068 —151 —126 024 052 
46 122 018 097 046 —066 108 
47 123 000 — 098 003 —146 051 
48 105 —015 —146 103 —020 044 
49 030 —006 —023 062 050 023 
50 142 026 —001 —013 130 018 
51 044 114 —086 110 —035 108 
52 —025 120 —071 066 025 —081 
53 110 —035 —125 —037 018 035 
54 —074 085 —016 —074 —019 —028 
55 009 156 —043 —011 —010 045 
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Table 13. (continued) 


Factors 
Variables . 1 2 3 4 5 6 
56 057 157 028 074 —007 —012 
57 036 068 105 209 — 066 —094 
58 073 060 112 —096 179 083 
59 —023 —031 121 —027 — 053 057 
60 112 —026 123 —003 —024 027 
61 128 —052 —018 —040 000 —101 
62 115 —029 016 086 142 —016 
63 140 —058 —027 —005 009 —077 
64 024 025 —053 026 ~—133 119 
65 047 074 038 —076 —014 — 167 
66 098 —038 —023 —056 216 —055 
67 004 —110 — 026 030 —Oil1 130 
68 032 —097 137 034 — 028 029 
69 048 —099 014 —015 —100 —061 
70 010 —059 — 058 148 042 —073 
71 —009 —004 —081 — 037 — 024 —056 
72 069 —093 054 008 —055 116 
73 058 026 — 148 —0s0 —003 —024 
74 029 —029 —037 —061 012 — 226 
75 031 031 —040 — 166 —027 —071 


number of categories or “factors,” with a limit set on six factors to be 
extracted from each data matrix.?! 

The 1960 factor values are shown in Table 13. The most im- 
portant factor extracted from the 1960 data matrix relates primarily 
to construction”? and manufacturing data; it confirms the general im- 
pression that manufacturing activities are of critical importance in ex- 
plaining economic development. This first factor accounts for 21 per- 
cent of the total sum of squares in the data matrix of seventy-five varia- 
bles. The second factor, accounting for 15 percent of the total, shows a 
close direct relationship with income per capita (Variables 29-31), 
trade and services (Variables 55 and 56), per capita bank deposits 
(Variable 13), and expenditures for education (Variable 8). The third 
factor, accounting for 7 percent, is strongly influenced by the textile 

21. The factor analysis has been designed and directed by Professor Mary 
Megee, who will publish a detailed technical report on the statistical procedures 
and findings. See also Werner Hochwald and Mary Megee, “The Industvial 
Composition of the South and its Bearing upon the Economic Development of 
the Region” (Mimeographed paper for the Annual Conference of the Inter- 
University Committee for Economic Research on the South, New Orleans, 1962). 

22. Note the interesting contrast between Value of Construction Contracts 
(Variable 14) and Employment in Contract Construction (Variable 22), indi- 


cating the importance of large construction contracts in non-metropolitan areas. 
Note also the heavy negative weight of the birth rate (Variable 3). 
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Table 14. 1960 Factor Values for 48 States 
Factors 
States 1 2 3 4 5 6 

1 Alabama 157 —1794 255 898 67 —199 

2 Arizona —943 468 — 389 328 23804 —387 

3 Arkansas 125 — 2637 13 19 —704 222 

4 California 1692 2488 —376 1521 198 —216 

5 Colorado — 985 643 —685 —622 932 —131 

6 Connecticut 2048 1938 1179 —659 —357 353 

7 Delaware 751 1599 1595 237 2984 1626 

8 Florida —94 —179 — 835 966 595 —219 

9 Georgia 572 —1659 108 702 —274 715 
10 Idaho —1772 —126 —1344 357 998 — 239 
11 Winois 2286 22138 — 1265 — 284 —1487 1468 
12 Indiana 940 108 — 456 431 —345 —343 
13 Towa 20 —156 —1459 —705 —199 —88 
14 Kansas —697 —209 — 1989 —762 — 371 —838 
15 Kentucky 671 —1229 —967 —112 —804 —36 
16 Louisiana —555 —478 —1651 1125 724 —495 
17 Maine —795 — 1962 2397 —1746 1721 —1730 
18 Maryland 1075 405 333 756 69 242 
19 Massachusetts 1788 968 1187 —797 — 235 125 
20 Michigan 1942 1254 230 —185 335 341 
21 Minnesota 627 434 — 935 — 455 76 249 
22 Mississippi — 549 —4456 936 59 —595 2365 
23 Missouri 648 —29 —910 —190 —16 —350 
24 Montana — 3822 556 —180 — 252 —629 310 
25 Nebraska — 283 —616 —1731 — 230 —439 572 
26 Nevada — 4662 3693 2518 2442 —1862 —1162 
27 New Hampshire 541 —430 2031 —1635 —321 — 386 
28 New Jersey 2181 1309 302 158 —108 333 
29 New Mexico —3978 510 870 884 507 156 
80 New York 2623 2750 51 —1151 —400 1050 
81 North Carolina 881 —2479 970 807 —688 —265 
82 North Dakota —4083 — 294 —771 —907 —170 1038 
33 Ohio 1999 983 250 287 — 288 —147 
34 Oklahoma —178 491 —1352 —603 358 — 226 
35 Oregon 993 1126 14 —67 — 259 —217 
36 Pennsylvania 1822 219 401 —211 —373 —144 
37 Rhode Island 1053 11 1884 — 658 486 392 
38 South Carolina 697 — 2960 1246 1048 — 262 822 
39 South Dakota — 3719 682 — 339 —1317 —55 995 
40 Tennessee 806 —1629 400 984 —425 —666 
41 Texas 323 —545 —1155 1096 162 347 
42 Utah —1132 365 — 686 363 1416 31 
43 Vermont 294 —426 —50 —3134 — 694 — 2074 
44 Virginia 567 — 1499 380 1254 —439 —305 
45 Washington 550 1738 —725 786 234 —1068 
46 West Virginia 726 —1236 —90 744 —302 — 2028 
47 Wisconsin 1500 316 256 —368 —150 —44 
48 Wyoming — 4759 2106 536 — 1228 —909 693 


348 Werner Hochwald 


industry (Variable 68). The fourth factor, accounting for 6 percent, is 
closely related to farm values ( Variable 5), energy production ( Varia- 
ble 16), and the chemical industry (Variable 70). The last two factors, 
each accounting for but 4 percent of the total sum of squares, give 
heavy weight to general growth indices, such as the birth rate (Varia- 
ble 3) and percent increases of electric energy (Variable 17). 
Perhaps the most interesting finding of the factor analysis is the 
distinct regional pattern which emerges from the individual factors 
whose values for forty-eight states are shown in Table 14. These pat- 
terns can be seen most clearly by dividing the states into quartiles 
based on factor scores on a map which indicates the lowest rank by 
a light color and moves to heavier shades with increasing scores. 
Factor 1 (Map I) shows the manufacturing belt of the Northeast 
as well as California in the top quartile; New York ranks first with a 
factor value of 2623. The Upper South is well represented in the 
second quartile, joined by Minnesota and Missouri in the Midwest 
as well as Oregon on the West Coast. The leading states of the South 
are North Carolina and Tennessee, with factor values of 881 and 806. 
The Lower South makes up the third quartile, joined by Iowa and 
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Map I. Factor 1 Quartiles for 48 States, 1960 
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Map Il. Factor 2 Quartiles for 48 States, 1960 


Nebraska in the Midwest, New Hampshire and Vermont in the North- 
east, as well as Washington on the West Coast. The Rocky Moun- 
tain states are at the bottom of the list, with the lowest factor values 
recorded for Nevada (—4662) and Wyoming (—4759). 

Factor 2 (Map II) tells quite a different story. Services and other 
indices associated with Factor 2 rank highest in Nevada (3693), fol- 
lowed by states with high-income metropolitan centers, such as New 
York (2750), California (2488), and Illinois (2213). None of the 
Southern states appears in the second quartile, which rather shows a 
grouping of states with low population density, such as South Dakota 
(682), Colorado (643), Montana (556), New Mexico (510), and 
Arizona (468). Of the South, only Florida (—179) and Louisiana 
(—478) register in the third quartile, while all the remaining states of 
the region cluster at the bottom of the scale, with the lowest values of 
Factor 2 recorded for North Carolina (—2479), Arkansas (—2637), 
South Carolina (—2960), and Mississippi (—4456). 

Factor 3 (Map III) shows the importance of textiles in the eco- 
nomic development of the South. Three Southern states appear in the 
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Map Ill. Factor 3 Quartiles for 48 States, 1960 


top quartile, with South Carolina leading (1246); and most of the 
remaining states are recorded in the second quartile. Only Florida 
(—835), Kentucky (—967), and Louisiana (—1651) check at the 
lower end of the scale. Similarly, the South ranks high with Factor 4 
(Map IV), influenced by farm values, per capita production of electric 
energy, and especially the chemical industry. As many as seven 
Southern states are grouped in the top quartile, with Virginia (1254) 
and Louisiana (1125) leading. All the remaining Southern states, 
except one, appear in the second quartile. The only exception is pro- 
vided by Kentucky (—-112) in the third quartile. The Northeast 
occupies the bottom rank in this category, with Vermont (—3134) 
taking the last place. 

Of special interest for an understanding of interregional income 
flows appear the rclations between Factor 1 and 2 (Figures 1 and 2), 
which reveal three distinct trade patterns within the United States. 
First, there are the “mature” states with high rankings on both, Factor 
1 as well as Factor 2 (upper right corners of Figuics 1 and 2): New 
York, California, Illinois, Connecticut, and New Jersey stand out in 
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Map IV. Factor 4 Quartiles for 48 States, 1960 


terms of manufacturing as well as other economic activities charac- 
teristic of metropolitan centers. Second, there are the states with low 
ratings for Factor 1 but high for Factor 2 (upper left corners of 
Figures 1 and 2): states with little manufacturing and low population 
density yet relatively high per capita income, like Nevada and Wyom- 
ing. These states have in common large service exports to the more 
industrialized parts of the country, whether these be government, 
tourist, or transportation services. Third, there are the states with 
low ratings for Factor 2 but relatively high scores on Factor 1 (lower 
right corners of Figures 1 and 2): states with limited local markets 
but large exports of manufactured goods. All the states of this last 
category are in the South, which has retained a remarkable homoge- 
neity in these terms. Only Florida and Louisiana are slightly above 
the main cluster because of their relatively high Factor 2 ratings. At 
the other extreme, Mississippi appears well below the typical Southern 
position because of its exceedingly low rating on Factor 2. 

These findings would support the hypothesis that the South has 
been essentially an export economy slow in developing its Own mar- 
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Figure 1. Factor 1 and 2 Relations for 48 States, 1960 


kets, with relatively high rankings for manufacturing in general 
(Factor 1) as well as textiles (Factor 3) and chemicals (Factor 4) in 
particular, yet low rankings for the growth and welfare indices of 
Factor 2. They would suggest the persistence of a situation long 
familiar from the historical record of the South. Taken for a single 
year alone, however, they add little to our understanding of changes 
which may have occurred over the last generation in the role the South 
has been playing in the national economy. 

To provide at least the beginning of a time series related to the 
1960 cross-section data, a comparable factor analysis has been under- 
taken for 1940. The 1940 data matrix had 26 percent of the total sum 
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Figure 2, Factor 1 and 2 Relations for 3 Regions, 1960 


of squares accounted for by Factor 1, in contrast to only 21 percent 
in 1960. Likewise, Factors 3, 4, and 5 all accounted for a higher 
percentage in 1940 than in 1960, reflecting the heavier weight of indi- 
vidual manufacturing industries a generation ago. Factor 2, on the 
other hand, counted only 11 percent in 1940, against 15 percent in 
1960. These findings confirm the general impression that the relative 
importance of manufacturing in the explanation of over-all economic 
development has been decreasing. Just as the spectacular pro- 
ductivity increases in agriculture and mining have led to a continuous 
decline in the inputs of “primary” industries, so have output gains in 
manufacturing decreased the relative role of employment in the “sec- 
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ondary” industries. The result has been a marked advance throughout 
the national economy in the role of the “tertiary” trade and service 
sectors represented by Factor 2. 

The implications of this shift for the South are twofold. First, as 
the South grows with the nation, a corresponding shift from primary 
and secondary to tertiary industries should be expected. Yet, second, 
if the South is to broaden its industrial composition and shed the past 
of a colonial export economy, its rate of shifting from Factor 1 to Fac- 
tor 2 should surpass the nation just because its traditional characteristic 
has been such a sharp divergence of these two factors, whose per- 
sistence through 1960 has already been observed. The 1940 factor 
analysis suggests the following findings: 

First, the dispersion of Factor 2 values among the states has in- 
creased rather than decreased over the last twenty years, ranging from 
—2200 (North Carolina) to +3600 (Nevada) in 1940 and from —4500 
(Mississippi) to +3700 (again Nevada) in 1960 (Figure 3). This 
surprising result would appear to contradict the well-known narrow- 
ing of regional income differentials in the American economy. Yet 
it must be remembered that Factor 2 is weighted not only by welfare 
indices but also by the location of liquid-asset holdings and a wide 
variety of “tertiary” industries. The great spatial mobility of the 
American people has led to a new functional specialization among the 
states and resultant new interregional trade patterns, illustrated by the 
unique role Nevada and Florida play in the American economy. 

Second, the heavy concentration of the South in the lowest quartile 
was much less marked in 1940 than in 1960. This, another surprising 
result, would appear to suggest a deterioration rather than an improve- 
ment of the South’s relative position over the last two decades. Yet 
the 1940 data were influenced by depressed conditions in many farm 
and mining areas outside the South, explaining the low 1940 ranking 
of states like Pennsylvania (—1800), South Dakota (—1500), and 
Utah (—1400). 

Third, and perhaps most importantly, there have been shifts with- 
in the Southern cluster at the lower end of the Factor 2 scale. In 
1960, Mississippi held the place at the extreme lower end (—4456), 
followed by South Carolina (—2960), Arkansas (—2637), and North 
Carolina (—2479). In 1940, North Carolina held the bottom place 
(—2153), followed by Georgia (—2069), Mississippi (—1873), Ar- 
kansas (—1839) and Louisiana (—1789). These findings would sug- 
gest several substages of economic development within the South, 
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moving from the simple trade pattern of exporting primary and low- 
value secondary goods to the complex mutual interchange among 
more highly developed regional economies. It is during the early 
stages of industrialization that the dichotomy between Factor 1 and 
2 is largest, illustrated by Georgia and North Carolina in 1940, by 
Mississippi in 1960. As the economy matures, leading to a broadening 
of its industrial composition and concomitant demographic changes, 
areas move up on the Factor 2 scale and narrow their factor spread. 


VII. Summary 


The general growth of the South as an integral part of the 
nation can be described in rather precise terms by data on aggregate 
regional income and its industrial sources. The role of interregional 
income-flows in bringing about (or retarding) this growth can be 
stated only in the most tentative way, however. It appears a plausible 
hypothesis that the South has a “favorable” balance of trade and thus 
receives a net inflow of income from other regions. Such inflows on 
current account are reinforced by credits on capital and government 
account from the more highly industrialized sections of the country, 
leading to a chain reaction of current income receipts from “exports,” 
capital inflows to finance these “exports,” and “domestic” capital for- 
mation out of local savings made possible by the larger income re- 
ceipts. The South is thus described as a model of economic develop- 
ment in an open economy. The sketchy data presented above do not 
appear to contradict such a thesis but may permit two very general 
observations. 

First, again in analogy to international trade doctrine, it is of but 
minor importance whether the interregional balance of trade is favor- 
able per se. The important matter is the contribution of net income 
flows to regional resource development. An “unfavorable” balance 
contributes to regional growth as long as “imports” raise the produc- 
tivity of regional resources and thus facilitate regional income growth. 
Conversely, a “favorable” balance may retard regional growth as long 
as the net “export” surplus reflects primarily an inability—or unwilling- 
ness—of the region to “import” capital goods, a situation typical of 
much of the Southern economy until the recent past and characteristic 
of many underdeveloped single-product economies. Thus the funda- 
mental improvement in the economic position of the South is not due 
to a recent shift in the relative size of the “export” surplus—the data 
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would indicate the persistence of such a surplus for a rather long period 
of time—but rather to a shift in the composition of this surplus. Until 
a generation ago, the surplus reflected primarily large farm “exports” 
to other regions at prices which spelled low per capita incomes and 
limited “imports.” Today, the surplus persists in spite of much larger 
“imports” and reflects the sizeable income transfers from other regions 
on service and government account. This situation encourages further 
capital inflows on private business account in a self-accelerating 
process of regional development. For further testing and refinement 
of this hypothesis, better data on the sources and uses of regional funds 
by major transactor groups may carry a higher priority than data on 
interregional income flows. 

Second, growth does not proceed evenly. As the South grows, it 
will lose its homogeneity. Differences within the region thus become 
more interesting than regional aggregates, and an analysis of intra- 
regional income flows may be more revealing than interregional esti- 
mates of doubtful validity. The vagueness of the above presentation 
can therefore be explained, and perhaps excused, in terms of the vast 
netting-out implied in discussing a region which contains the state 
with the highest national growth rate (Florida) as well as states whose 
income has seriously lagged behind the nation (Arkansas, Mississippi, 
West Virginia). Within the South, as suggested by the time series 
factor analysis, a wide diversity of growth patterns can be found in 
spite of the common historical background. There are areas with a 
large net inflow on current as well as capital account, as illustrated by 
Florida. There are areas with a large net inflow on current, yet a 
much smaller inflow on capital account, as illustrated by Arkansas. 
There are areas with a net inflow on current and a net outflow on cap- 
ital account, as illustrated by rural pockets losing population. There 
are areas with net outflows on current and net inflows on capital 
account, as illustrated by the countryside engulfed by the growing 
metropolis and industrialization. There may even be areas with net 
outflows on both current and capital accounts, as illustrated by the 
depressed mining towns of West Virginia and Kentucky. 

These situations are of varying stability, of course. No community 
could endure net outflows on both current and capital accounts for 
long without bankruptcy, a fate not unknown to small areas passed 
by the stream of productivity growth. There are wide variations in 
the direction of interregional income flows, therefore, not only over 
space but also over time. Only a region as vast as the South viewed 
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over the time span of a generation, netting out a multitude of spatial 
cross-currents as well as cyclical fluctuations, can be expected to show 
the stability claimed above. Interregional income flows, among small 
areas as well as large regions, suggest the manifold ways in which 
spatial sub-sectors interact to overcome resource immobilities and 
thus to become integral parts of the nation. Their analysis should 
serve as a useful tool to evaluate policy alternatives for regional eco- 
nomic development. 


PART THREE 


Introductory Summary 


In the first paper in Part Three, Marshall Colberg observes 
that the passage of the Area Redevelopment Act has pushed the 
United States into rather intensive federal internal development activ- 
ity on an area basis. He asserts that this Act, which was justified pri- 
marily on the basis of distressed coal-mining regions, now covers 
roughly one-third of the nation’s counties. Further, the author notes 
that this wide coverage makes it more likely that large additional 
appropriations for federal loans and grants will be sought and that the 
program may well develop into one of substantial control of industrial 
location. He feels that both the price system and state and local sub- 
sidies will be relied upon less, and federal administrative discretion, 
loans, and subsidies relied upon more, in guiding the economic devel- 
opment of the United States. He looks with disfavor on these pros- 
pects. 

Colberg notes that the redevelopment authority may not make 
loans to help finance the relocation of plants from non-distressed to 
distressed areas. This, he says, is inconsistent with the basic idea that 
the federal government is able to distinguish between and to improve 
the prevailing patterns. He feels that the taxpayer is subject to a type 
of blackmail, especially since help is given on an all-or-nothing basis. 
The facts that the commuting habits of people may affect an area’s 
classification, and that selected distribution of races may benefit some 
places and not others; the uniqueness of aid on a geographic basis; 
and the large discretion given to an administrative agency under an 
untested (in fact unknown) type of program are disturbing. In par- 
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ticular, the author stresses the condition that per capita income in the 
South is approximately 70 percent of the nation’s per capita income, 
while the South’s share of depressed areas is scarcely greater, rela- 
tively speaking, than that of the non-South. Possibly Colberg’s great- 
est concern centers on the thought that while natural forces may move 
plants from northern states to Southern, the ARA may tend to restrain 
this result. To put it mildly, Colberg prefers market forces to govern- 
mental controls as a general rule. 

The theme of the Greenhut-Stewart paper is that space islands will 
arise under competitive market forces and, with their identification on 
regional levels, industrial development will take place. They use the 
paint industry and the South as empiric cornerstones for their theory, 
showing both the locational pattern in the industry and the basis for 
locating paint plants in the South. Along with Colberg, the writers 
lean towards the idea that if competitive market forces are main- 
tained, a reasonable distribution of industry, based on principles of 
comparative advantage, must result. Whether or not, however, the 
development takes place as soon as might be the case under govern- 
ment planning, such as under ARA programs, is not considered. The 
subject paper is concerned chiefly with setting forth their loca- 
tion theory, using the paint industry and the South as vehicles for 
examining the theory, and studying the basis for regional economic 
development. 

The authors contend that plant location in every industry is not 
exclusively cost-determined, and suggest that the paint industry illus- 
trates a locational pattern strongly influenced by the geography of 
demand. In particular, they claim that different spatial price policies 
affect the choice of optimum location of manufacturing plants and 
note that national paint manufacturers follow the rough outlines of a 
uniform by zone delivered price policy, whereas local manufacturers 
generally price f.o.b. mill. Under the existing spatial price regime, 
local firms are induced to locate away from the plants of national 
firms, and in higher-price zones, maximizing phantom freight. Part 
of the paint market belongs to national firms, part (perhaps one-third) 
to smaller local firms. 

Using data for the South on per capita income, population, and 
value added by paint-using industries, the authors find that sales in 
the South fell well below the area’s sales potential. A “space island” 
may then exist in the South, offering the opportunity for increases 
in production and sales in the area. 
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The Ferguson paper uses the Arrow-Chenery-Minhas-Solow form 
of a constant-elasticity-of-substitution, linearly homogeneous produc- 
tion function to allocate fixed and working capital among the nine 
Census regions for each of the 20 two-digit S.I.C. industries. The 
NBER capital estimates prepared by Creamer and Borenstein are 
taken as the benchmark data. 

Regional allocations are made in the following manner. First, the 
elasticity of substitution between labor and capital is estimated for 
each industry by means of cross-section (regional) data on value 
added per man-year and wages per man-year. Ferguson next observes 
that by using the ACMS function and the Creamer-Borenstein national 
capital estimates, one may infer regional capital magnitudes via the 
computed elasticity of substitution. He allocates fixed capital by this 
device, and allocates working capital according to the proportion 
which holds in each industry between regional and national compensa- 
tion of employees. On the basis of this regional allocation of capital, 
regional capital-labor ratios, capital-value added ratios, and regional 
rates of gross quasi-rent are computed. These ratios and their rates 
of change are compared among Census regions. In addition, a 
weighted average of the three Southern regions is compared to the 
national average. Various statistical tests are performed in order to 
determine whether factors causing regional differences may be isolated. 

Ferguson observes that the three Southern regions he worked with 
were second only to the Pacific West in the rate of growth of capital 
stock over the period 1954-58. He finds the rate of technological 
progress in the South to be greater than the national average. His 
study indicates that the South Atlantic is the fastest growing region in 
the South and that capital growth in the South has been especially 
rapid in the primary metals and miscellaneous industry and even more 
rapid yet in the textile, electric machinery, and instrument industries. 
In some contrast, the national average rate of gross quasi-rent either 
increased more or decreased less than the Southern average. Reasons 
for the different rates of growth are suggested. 

In the final two papers, the South has been used to examine prob- 
lems which probably are not unique to this particular area insofar 
as their origin or general impacts are concerned. 

In the first of these, Robert Haveman examines the investment cri- 
teria used by the federal government as applied to “The Postwar 
Corps of Engineers Program in Ten Southern States.” He describes 
the Corps program in the South, and discusses the several criteria 
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based on the benefit-cost ratio which are used in evaluating govern- 
ment projects. The author then uses the alternative criteria as vehi- 
cles for determining the validity of projects by the Corps of Engineers 
in the South, and finally examines their probable impact on Southern 
economic development. Haveman concludes that a great number of 
projects have been constructed which would not have been constructed 
if economic efficiency had been the sole objective. On balance, how- 
ever, despite misallocation, he ventures the opinion that Southern 
economic development has been aided through such elements as the 
encouragement (essentially indirect) of agricultural out-migration 
and the capital attraction which is present in various types of projects. 

James Rinehart uses a sample of communities in the South to study 
rates of return on municipal subsidies to industry. He examines twen- 
ty-two firms in ten different localities. He concludes that “even on 
the basis of the assumption that subsidized firms are fly-by-night con- 
cerns (which is not even near the actual truth of the matter), under 
the present system of subsidization, industrial subsidy investments are 
still extremely profitable.” He ends his paper with the caveat that 
his conclusions “are independent of a general acceptance of competi- 
tive subsidization of industry . . . [since his study was] strictly con- 
cerned with the profitability of industrial subsidization from the point 
of view of the local community.” Rinehart was not concerned with 
the problem of economy-wide allocation (or misallocation) of re- 
sources. 


Area Redevelopment and Related 
Federal Programs: Effects on the South 


By Marshall R. Colberg 


Southern economic development, like that of the rest of the 
nation and, indeed, much of the world, is affected by legislative, exec- 
utive, and judicial actions of the federal government of the United 
States. Defense and space exploration stand out among these activi- 
ties. However, I will confine the present paper to federal programs 
and policies which have their main effects on the costs of business 
firms and hence on Southern economic development. Greatest em- 
phasis will be placed on the Area Redevelopment program and its 
consistency with other federal lending programs, with minimum wage 
legislation, and with other programs that are supposed to alleviate 
unemployment. The coverage will necessarily be incomplete even as 
to costs. 


Area Redevelopment Act 


The Area Redevelopment program in which the Department 
of Commerce and other federal and state agencies are busily engaged 
was “sold” to the last Congress primarily as a way of relieving chronic 
unemployment in the coal mining areas. In the language used by 
Rutledge Vining at the 1961 Inter-University Committee conference, 
the “problem” perceived by certain legislators was considered to be 
reflected in the larger percentage and greater persistence of unemploy- 
ment among coal miners than among most identifiable major groups 
of workers. On the assumption that the federal government should 
“do something,” a reasonable “solution” might have been conceived in 
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terms directly pertinent to unemployed coal miners, such as vocational 
retraining, subsidies to mobility, research to uncover new uses and 
new markets for coal, and reduction in union monopoly power. In- 
stead, a far more costly and much less certain system of federal loans 
and subsidies to new industry of all kinds in “distressed areas” was 
instituted. Geographic coverage was made very wide in order to win 
the necessary political support, thus greatly blurring the distressed- 
area concept. The Area Redevelopment Act includes the following 
principal provisions: 


(1) “Redevelopment areas” in which “substantial and persistent” 
unemployment exists are to be designated by the Secretary of Com- 
merce primarily on the basis of a formula given in the law. In addi- 
tion, rural redevelopment areas are to be designated. (Specifications 
for designating areas will be stated and examined later in the present 
paper. ) 

(2) Loans may be made by the federal government to public and 
private applicants to assist in financing within these areas the purchase 
or development of land and facilities for industrial or commercial use. 
A total of $100 million is authorized for rural redevelopment areas. 
Loans are for a maximum of twenty-five years and are not to exceed 
65 percent of total cost, excluding all other federal aid. 

(3) Another $100 million in loans is made available to state or 
political subdivisions or non-profit organizations representing any 
redevelopment area or part of an area, for the purchase or develop- 
ment of land for public facilities or for construction or improvement 
of public facilities. These loans are for a maximum of forty years at an 
interest rate equal to that paid by the federal government plus one- 
fourth of 1 percent. This interest rate is lower by one-fourth of 1 per- 
cent than the rate on the 25 year loans described in (2) above. Also 
the full cost of the public facilities can be financed by these loans. 

(4) Grants to the extent of $75 million are authorized for land 
acquisition or development for public facilities and for the construc- 
tion and improvement of public facilities. These grants are not to 
exceed the difference between the amount needed and the amount 
which can be met with other resources, including a loan under the 
Act. 

(5) A redevelopment area must secure approval of an overall pro- 
gram for economic development before it becomes eligible for loans 
and grants. 

(6) Occupational training and retraining may be assisted, where 
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needed, by means of contractual arrangements with public or private 
educational institutions. A total of $4.5 million is authorized for this 
purpose. 

(7) A total of $10 million is provided for retraining subsistence 
payments to individuals residing in redevelopment areas and certified 
to be undertaking retraining. 

(8) Other provisions relate to anti-pirating, amendment of the 
urban renewal provisions of the Housing Act of 1949, extension of 
federal wage fixing under the Davis-Bacon Act, research, amendment 
of the Small Business Investment Act of 1958, penalties, and adminis- 
trative matters. 


Occupational Retraining 


A major dilemma in connection with the retraining program 
is lack of information regarding the number of persons with particular 
skills needed in particular places. The Department of Labor has done 
relatively little to secure such information. A basic difficulty is that 
workers in any trade will seldom admit there is a relative shortage of 
labor in that trade. This is especially true when labor is organized 
and where the relative undersupply has been created by a deliberate 
policy of restricting membership through long apprenticeship or other 
means. 

In competitive labor markets there are no absolute “shortages” of 
workers because wage rates equate the number demanded with the 
number supplied. The only measure of relative shortages is found in 
wage rates which appear to be above the long-run normal in the sense 
that they are out of line with wage rates in other occupations with a 
similar degree of training, hardship, constancy of employment, and the 
other factors detailed by Adam Smith nearly two hundred years ago. 
Detection of such shortages is a difficult empirical problem. 

Success in a federal training and retraining program will require 
the discovery of specific places in which above-normal wage rates exist 
and appear likely to persist in view especially of demand factors that 
can be anticipated. Retraining may have to be accompanied by sub- 
sidies to permit workers to move to other parts of the country where 
suitable job opportunities may exist. However, opposition from labor 
groups already located in these non-depressed areas may be antici- 
pated. In the rural South, especially, the concept of “retraining” is 
often not applicable. Instead, the need of a portion of the Negro popu- 
lation, particularly, may be for basic education in reading and writing 
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as a preliminary to vocational training. The problem of preparing dis- 
placed agricultural workers to fill industrial jobs requiring a fair de- 
gree of skill appears to be particularly difficult. On the other, hand, 
their non-union status should be helpful in the search for re-employ- 
ment. 

A basic defect of the Arca Redevelopment Act is its coupling of vo- 
cational retraining with the distressed-area concept. If it is sound in 
principle for the federal government to aid chronically unemployed 
persons by means of retraining, the aid should not be restricted to resi- 
dents of redevelopment areas. Relief given on a direct personal basis 
should not be geared to area characteristics. Indeed, similarly needy 
people, whatever their geographic location, should be afforded equal 
opportunitics by the federal government. The theory underlying the 
retraining provisions of the Area Redevelopment Act is that chronically 
unemployed persons in coal mining and other hard-hit areas have very 
little chance of securing worthwhile local employment without exten- 
sive training in the skills currently in demand. However, much the 
same situation exists for unskilled individuals in relatively prosperous 
areas. There may, in fact, be greater returns from retraining in the 
non-redevelopment areas because migration by retrainees to other 
communities is less likely to be necessary. Actual use of newly ac- 
quired skills is more likely by those trained within the relatively pros- 
perous areas. 

There is some evidence that unemployed workers are less anxious 
to receive retraining than has been commonly assumed. In a pilot 
retraining program in Huntington, West Virginia, only about 10 per- 
cent of the unemployed workers applied for retraining. This appears 
to support the view that much of the unemployment even in the most 
depressed areas is to a greater degree “cyclical” and to a lesser degree 
“structural” than is commonly assumed. That is, most of the unem- 
ployed expect to be called back to work or are at least very reluctant 
to retrain quickly for occupations that may pay lower wage rates than 
those for which they are already trained. It seems likely that this 
problem of worker disinterest will be less important in the more typical 
Southern states, where union organization has not created, as it has 
in West Virginia, so many monopolistic discrepancies between wage 
rates in alternative occupations for which an individual may readily 
qualify. 

1. “Jobless Snub Chance to Leam New Skills,” Charlotte News (Charlotte, 
North Carolina), Wednesday, December 27, 1961. 
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Unemployment and Other Criteria for Eligibility 


The framers of the Area Redevelopment Act set up different 
criteria for eligibility under sections 5(a) and 5(b) of the Act. For 
the most part, the provisions of 5(a) apply to the relatively concen- 
trated labor market areas, while those of 5(b) are designed to bring 
in the poorer rural counties. 

To qualify under section 5(a), current unemployment must be 6 
percent or more and must both have averaged this rate and have 
cxceeded the national average (1) by 50 percent for three of the four 
preceding calendar years, or (2) by 75 percent for two of the pre- 
ceding three years, or (3) by 100 percent for one of the two preceding 
years. The formula attempts to give weight to both the volume and 
duration of unemployment. Like all such formulas, it is arbitrary and 
no more “correct” than any number of alternative formulas that might 
have bcen written into the law. Yet different selections of “distressed 
arcas” will result from different formulas. 

No attempt was made by Congress to set forth so specific a formula 
for qualification under section 5(b). This was left instead to admin- 
istrative discretion. However, some “relevant factors” are set forth 
for qualification under section 5(b). These are: number of low- 
income farm families; proportion of such families; relationship of their 
income levels to general levels in the United States; extent of rural 
redevelopment projects previously located in an area by the Depart- 
ment of Agriculture; current and prospective employment opportuni- 
ties; availability of manpower; extent of out-migration of population; 
and proportion of the population receiving public assistance. To the 
problem of deriving uniform criteria from this conglomeration of 
variables for urban and rural areas is added the legislative requirement 
that redevelopment projects be distributed widely among the states 
so that experience under a great variety of conditions may be obtained. 
This tends to give a political and experimental flavor to the whole pro- 
gram rather than to suggest a concentrated effort to improve condi- 
tions in the most distressed areas. 

The Department of Agriculture and other agencies assisted the 
Area Redevelopment Administration in making section 5(b) criteria 
more explicit. As of July 23, 1961, the published criteria were: 


(1) Areas of Low Income—where the average annual family in- 
come is less than one-third of the national average. 
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(2) Areas of Low Farm-Income—where the average annual in- 
come of farm families is less than 25 percent of the national average, 
excluding counties with metropolitan cities. 

(3) Rural Development Counties—counties included in the Rural 
Areas Development Program of the Department of Agriculture, as of 
May I, 1961. 

(4) Areas of Low Production Farming—where there are 60 percent 
or more of Class VI commercial farms (as defined by the Bureau of 
the Census) among all commercial farms in the area. 

(5) Indian Reservations—where there is substantial unemployment 
or underemployment, discounting seasonal or temporary factors; or 
where there are inadequate resources in terms of population support, 
or where individual family incomes are substantially below those of 
the non-Indian rural population in surrounding areas, and also below 
the level necessary to achieve a reasonable living standard; or where 
a high proportion of the Indian population is dependent wholly or par- 
tially on public and general assistance welfare programs. 

(6) Very Small Areas of Substantial and Persistent Unemployment: 
Areas with a labor force of under 15,000 will be eligible if the approxi- 
mate rate of unemployment, on the basis of the best available data, is 
currently 6 percent or more, and if the approximate annual average 
joblessness rate, on the basis of the best available data, has been sub- 
stantially above the national average for the greater part of the pre- 
ceding four calendar years, or 75 percent above the national average 
for two of the preceding three years, or 100 percent above the average 
for one of the preceding two years.” 


In order to insure that all states in the nation be permitted to have 
redevelopment areas; the following administrative ruling was made 
on July 20, 1961: 

“In any State where no area shall have otherwise qualified under 
the Act, an appropriate economic development area consisting of one 
or more counties may be designated (1) where the median annual in- 
come of families and unrelated individuals is lower than the median 
annual income in any other area with approximately the same popula- 
tion within the State or (2) where the unemployment in the county or 
counties is most severe within the State, or (3) where the Federally- 
aided assistance rates are among the highest in the State.”8 


2. ARA Information Memo, U.S. Department of Commerce, July 23, 1961. 
3. ARA Information Memo, U.S. Department of Commerce, July 20, 1961. 
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Appraisal of the Criteria 


The last-mentioned “catch-all” criteria are the loosest of all. 
Under the wording used, it would be legally possible for a highly 
prosperous state to divide its territory into two parts of approximately 
equal population and to have the less prosperous half designated as a 
“redevelopment area.” This is getting far away indeed from the 
original “distressed area” concept that motivated the legislation! 

A more important and highly questionable criterion for eligibility 
as a redevelopment area is participation in the federal Rural Develop- 
ment Program as of May 1, 1961. This program, administered by the 
U.S. Department of Agriculture, involves community cooperation in 
a wide range of projects, utilizing all available agencies such as State 
Extension Services; the U.S. Small Business Administration; the De- 
partment of Health, Education, and Welfare; and others. This ap- 
pears to be a useful, though low-powered, program for improving rural 
communities. However, the inclusion of nearly two hundred counties 
in the United States as redevelopment areas solely on the basis of the 
prior existence of such cooperative efforts is not consistent with the 
“distressed area” approach. This is particularly the case when a large 
number of Rural Development projects were added after the 1960 
national election results were known and it was quite clear that there 
would be a distressed-areas Act. In Pennsylvania, nineteen counties 
were added to the Rural Development program subsequent to July 
1960 but in time for automatic designation as redevelopment areas. 
In Texas, thirty-nine counties qualify for area redevelopment grants 
and loans solely on the basis of this type of cooperative rural action.* 
In Nebraska, twelve counties and, in Indiana, nine counties were quali- 
fied solely on the basis of this type of rural activity. It is clear that 
aggressive state and local action and political know-how, rather than 
comparative economic need, will in part determine the directions of 
federal subsidies to rural areas. 


Rules vs. Administrative Discretion 


The eligibility criteria as a whole, under the Area Redevelop- 
ment Act, represent quite a typical compromise between rules and 
discretion in the exercise of federal control. In his famous article on 
rules versus discretion in monetary policy, Henry Simons favored 

4, This has led to vigorous protests from businessmen who do not like to 


have Eastern Texas labelled a “distressed area.” See: “East Texas Rejects “De- 
pressed’ Label,” Industrial Development, Vol. 130, No. 13, 1961. 
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definite, simple rules to govern the stock of money.® .A nod in this 
direction is made by Congress in the Area Redevelopment Act by the 
establishment of required percentages of unemployment for prescribed 
time periods. However, in large part Congress allowed the admin- 
istrators discretion in the making of rules and formulas governing 
eligibility. This was especially the case with respect to rural redevel- 
opment but also shows up in Section 5(a) where it is stated that desig- 
nations should be made on “the basis of standards generally compara- 
ble” to those specified by means of unemployment formulas. On the 
whole, the program is one which involves substantial administrative 
discretion in determining which areas shall be eligible, although it is 
carried out in the guise of a program which operates according to rules. 
In the matter of determining actual loans and grants, administrative 
discretion is complete. 

A good deal of discretion on the part of statisticians derives from 
the inadequacy of unemployment data, especially for small labor 
markets. Reporting is adequate only for persons covered by unem- 
ployment insurance, leaving the actual extent of joblessness on the 
part of other groups subject to estimation. There is a strong tempta- 
tion to statisticians to “make” unemployment average 6 percent or 
some other qualifying figure when administrative officials would like 
to see an area designated for redevelopment. Adjacent counties in 
adjoining states are especially subject to unlike treatment, since differ- 
ent statisticians are in action at the state levels and different agencies 
are in charge of applying for redevelopment status. 


Extent of Geographic Coverage 


The eligibility criteria which have been described are suff- 
ciently loose to permit a large part of the United States to be classified 
as eligible for redevelopment. As of November 13, 1961, there were 
1,035 counties or parts of counties eligible. The broad extent of cov- 
erage is evident when this figure is compared with the total of 3,099 
counties in the entire country.° Some exaggeration of the percentage 
of the nation’s area covered by the federal redevelopment program is 
inherent in this comparison because Western states, where counties 
are usually large, have a smaller proportion of redevelopment coun- 
ties than the rest of the country, despite inclusion of numerous Indian 

5. “Rules versus Authorities in Monetary Policy,” Journal of Political Econ- 


omy, Vol. XLIV, No. 1, February 1936. 
6. This figure includes 20 election districts in Alaska and 9 islands in Hawaii. 
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Table 1. The South's Share of Redevelopment Counties as 
of November 13, 1961* 


Total Percentage of 
Southern States No. of Redevelopment Redevelopment 

Counties Counties* Counties 

Alabama 67 31 46% 
Arkansas 75 26 35 
Georgia 159 64 40 
Florida 67 11 16 
Kentucky 120 67 56 
Louisiana 64 18 28 
Mississippi 82 53 65 
North Carolina 100 31 31 
South Carolina 46 23 50 
Tennessee 95 40 42 
Texas 254 48 19 
Virginia 98 9 9 
West Virginia 55 44 80 
Total South 1,282 465 37 
Rest of Nation 1,817 570 31 
United States 3,099 1,035 33 


* Source: Reports of the Area Redevelopment Administration. 
aIn a few cases, parts of counties are counted. 


reservations. Nevertheless, it is clear that so much of the nation is 
now designated as “depressed” that the redevelopment program is not 
geared to attacking the type of structural unemployment that gave 
the program its original political motivation. It appears that either 
the program will have to be financed much more heavily, or the 
number of areas eligible for federal assistance will have to be sharply 
reduced. With available funds small in relation to the area to be 
“redeveloped,” there is much danger that actual grants and loans will 
be made increasingly on political grounds. 

The South’s share of the nation’s redevelopment counties, as of 
November 18, 1961, is shown in Table 1. Of the 1,282 counties in 
the thirteen Southern states, 465, or 37 percent, were eligible for 
federal assistance. In West Virginia, 80 percent of the counties were 
eligible; in Mississippi, 65 percent; and in Kentucky, 56 percent. 

Of 1,817 counties in the non-South, 570, or 31 percent, were con- 
sidered to be depressed. While this comparison suggests that the 
South has its full share of redevelopment areas, this is less obvious 
when the relative need of the region for economic development is con- 
sidered. As one indicator of this need, per capita income in the South 
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has in recent years averaged about 68 percent of that of the non-South.’ 
The picture of the South’s relative treatment under the Area Rede- 
velopment program will not be clear until the region’s actual share 
of grants, loans, and retraining allowances can be calculated. As indi- 
cated elsewhere in this paper, it is probable that Southern develop- 
ment will be hampered, relatively if not absolutely, by the program. 


Anti-Pirating Provisions 


A great deal of discussion in the Congressional hearings on 
area redevelopment centered around the danger of “pirating” of plants 
by eligible areas aided by government subsidies. The resulting “anti- 
pirating clause” in the Area Redevelopment Act is not a model of 
clarity. It reads: 


Such financial assistance shall not be extended . . . to assist estab- 
lishments relocating from one area to another. The limitation . . . shall 
not be construed to prohibit assistance for the expansion of an existing 
business entity through the establishment of a new branch, affiliate, or 
subsidiary of such entity if the Secretary finds that the establishment 
of such branch, affiliate, or subsidiary will not result in an increase in 
unemployment in the area of original location or in any other area 
where such entity conducts business operations, unless the Secretary 
has reason to believe that such branch, affiliate, or subsidiary is being 
established with the intention of closing down the operations of the 
existing business entity in the area of its original location or in any 
other area where it conducts such operations.® 


Congressional hearings relating to this provision revealed a typical 
concert of interest between political representatives of New England 
states and organized labor who want to block the relocation of firms 
to the South. A typical statement from the 1961 hearings before a 
Senate subcommittee is the following: 


Mr. Bush (Senator from Connecticut): “We have lost a good many 
plants to the South, and only recently, the most recent one I think of 
is at Bristol, the Ingram Co., manufacturers of watches, has transferred 
a large part of their operations to the South because of what appear to 


7, William H. Nicholls, Southern Tradition and Regional Progress (Chapel 
Hill: The University of North Carolina Press, 1960), p. 179. 

Charles T. Taylor in a paper “Patterns of Regional Growth in the United 
States,” delivered at the Conference on Area Development at Athens, Georgia, 
Jan. 9, 1962, states that, in 1960, per capita income in the Southeast was 72 per- 
cent of the national average. (The difference would be smaller, however, for 
the white population measured separately.) 

8. Pub. Law 87-27, 87th Congress, S.1, May 1, 1961. Sec. 6(a). 
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be more economical, more competitive conditions that exist there that 
will enable them to become more competitive. 

Now, in S.1 there is no real prohibition against the use of Federal 
funds in connection with relocating plants from one area to another, 
but in S.9 there is a prohibition which I will read to you. It is called 
the antipirating clause, and this is what it says: “Such financial assist- 
ance shall not be used for working capital, for the purchase of ma- 
chinery or equipment, or to assist establishments relocating from one 
area to another.” 

My good friend the Chairman, has refused to accept that amend- 
ment. I have offered on the floor and in the debate which ensued he 
said he could not take it because he was afraid it would lose Southern 
support for his bill if that were put in there.® 


Despite Southern opposition, the strong anti-pirating provision al- 
ready quoted was written into the bill as finally enacted. Sufficient 
Southern support was secured to pass the whole bill through inclusion 
of low-income rural areas among those eligible for redevelopment 
assistance. 

The emotional impact of relocation of plants, especially from one 
state to another, is indicated by the strong phrase “pirating” which 
is now commonly applied to the situation. The implication is that 
plants relocate entirely because of the vigorous promotional efforts 
of state and local authorities who may give tax concessions, free or 
low rent, or other inducements. While such activities are important, 
it is probable that most of the “pirating” is done by the more con- 
ventional forces of demand and supply. The impersonal forces of 
the market have fallen into low repute indeed in national political 
circles! The illusion that industry is attracted mainly through the 
vigorous efforts of development commissions and similar groups is 
promoted by these organizations, which like to take credit for loca- 
tional decisions that would for the most part have been made anyway. 

The natural forces of demand and cost work to move plants more 
often from the North to the South than vice versa. This is especially 
true in industries in which labor is strongly organized in the North 
and unorganized or weakly organized in the South. As a consequence, 
anti-pirating provisions are more likely to work against the South. It 
is interesting to note that the Area Redevelopment Administration 
may not make loans even to help finance the movement of a plant 
from a non-distressed area into a distressed area. This is inconsistent 


9. Hearings Before a Subcommittee of the Committee on Banking and Cur- 
rency, United States Senate, Eighty-Seventh Congress, First Session on S.1, S.6, 
S.9 and S.750, p. 378. 
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with the basic idea that the federal government is able to distinguish 
between areas that are sorely in need of additional industrial jobs 
and those that are not, and that it should “do something” about the 
problem. 

It appears that not only are plants not to be helped to relocate, 
but they are to be helped not to move. The Administrator of the Area 
Redevelopment Act has recently publicized an application from a 
plant which “intends to move” if it does not receive a federal loan. 
This appears to be a particularly dangerous type of situation because 
it subjects the American taxpayers to a type of blackmail in the name 
of area redevelopment. In effect, the owners of plants in rede- 
velopment areas (and these cover a substantial part of the country, 
as has been noted) can say they must be given federal aid “or else.” 
Loans made on this basis are especially likely to be detrimental to 
the South. Low-cost capital provided by the Federal government 
becomes a particularly direct countermeasure to the comparative ad- 
vantage which may have built up in another area. 

The Department of Labor classifies relatively few major labor 
market areas as having “relatively low unemployment” and usually 
none as having “overall labor shortages.” However, about 60 percent 
of such areas are designated as having “moderate unemployment” (3 
to 5.9 percent of the labor force).?° If federal intervention in plant 
location is sound in principle, it should not be improper to help finance 
the relocation of a plant from an area of moderate unemployment to 
one of substantial unemployment so long as the move does not bring 
down the classification of the area losing the plant to the level of 
those considered to be distressed. 


Area vs. Industry Relief 


While foreign aid to underdeveloped nations has become 
commonplace, an internal program of economic relief on a geographic 
basis is unusual. Such a program does occur in the urban renewal 
program, however, and in the relatively weak rural redevelopment 
program recently renamed the Rural Areas Development Program. 
To some extent federal power projects, river and harbor work, and 
highway work also are of this nature. Typically, however, federal 
programs have been on an industry basis. Agricultural programs pro- 
vide the outstanding example. Subsidies to shipbuilding, railroads, 


10. Supplement to Area Labor Market Trends, August 1961, U.S. Dept. of 
Labor (Washington, D.C.). 
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airlines, and construction materials for veterans’ housing ‘are further 
examples. Price fixing during the 1930’s in the bituminous coal in- 
dustry and under N.R.A. codes, tariffs and quotas in international 
trade; enforcement of “fair trade” prices; gold, silver, and uranium 
purchases; and numerous other instances of federal action relating to 
price on an industry basis can be cited. 

American economic history shows continual and often dramatic 
changes in the composition of output. Few of the largest industries 
in the nation, such as motor vehicles and equipment, aircraft and 
parts, organic chemicals, communication equipment, electrical ma- 
chinery, or metal-working machinery, were of much importance in 
1900. In well-diversified communities there is a good chance that 
declining employment opportunities in some industries will be offset 
by improving opportunities in other economic activities. Where this 
offset is incomplete, a moderate amount of out-migration may readily 
prevent serious unemployment. But where a geographic area is domi- 
nated by a single industry, declining employment in that activity is 
more likely to attract notice and to stimulate federal intervention. 
Coal mining and many types of agriculture are by nature specialized 
to certain geographical areas and tend to dominate the economies of 
these areas. To a lesser degree, this has also been true of the textile 
industry, although the recent boom in electronics has helped diversify 
many New England textile towns. Demands for government aid have 
been especially insistent in the area-dominating industries. 

Areas receiving most of their income from a single economic source 
may, in a broad sense, be considered recipients of economic rent. 
When this is also true of most of the laboring force, as is the case with 
coal miners, the demand for relief is especially strong. Coal miners, 
who seldom have immediate alternative employment opportunities at 
so high an hourly wage, are especially reluctant to migrate. Quite 
understandably, they, and especially the more experienced among 
them, hope that an increase in the demand for coal or the establish- 
ment of new industries, along with work-sharing plans, will make out- 
migration unnecessary. 

The low-income rural areas are also recipients of economic rent 
in the short run, but the low-income residents of these areas receive 
little economic rent, since any alternative employment is about equally 
unremunerative. Migration is more attractive to these than to the 
coal miners because a job secured by a low-income agricultural worker 
in another area is very likely to pay more per hour, rather than less. 


376 Marshall R. Colberg 


Paradoxically, it appears that in general there is a better chance to 
attract new industry into low-income agricultural areas than into the 
declining coal-mining areas. Strong unionization tends to make the 
hourly wage rates of unemployed miners inflexible on the downside. 
A new industry must be able to utilize the abilities of former coal 
miners about as fully as do the coal mines if it is to pay the same 
hourly wage rates. Unless these skills are especially valuable to a 
new firm, the plant locator is likely to be able to find a more attractive 
area elsewhere. 

Plants that locate in former coal-mining areas are especially likely 
to be heavy-capital-using in nature. In West Virginia, some $12 billion 
has been invested since the end of World War II for industria] ex- 
pansion.1 However, much of this investment is in chemical plants 
which employ much capital—both material and human—but not large 
numbers of ex-coal miners. Also, part of the investment is in machin- 
ery that directly replaces miners.!2 While government assistance under 
the Area Redevelopment Act is supposed to be rendered only when 
it will make “a substantial contribution to the permanent relief of 
unemployment,” this is too subjective a criterion to prevent assistance 
to plants which use little of the type of labor that is actually in chronic 
surplus. This appears especially likely to be the case in the coal- 
mining regions, where even a modest increase in employment will be 
avidly sought and where political influence is at present strong. 

The possibility of being misled by treating labor as homogeneous, 
and unemployment in the aggregate, for purposes of area redevelop- 
ment is illustrated by some data that I have compiled for the typical 
Deep South states—Mississippi, Alabama, Georgia, and South Caro- 
lina. As of November 13, 1961, in Mississippi 53 out of 82 counties 
were Classified as redevelopment counties; in Alabama, 31 out of the 
67 counties were so classified; in Georgia, 64 of the 159 counties were 
called redevelopment areas; in South Carolina, 23 of the 46 counties 
were eligible areas. Roughly half of the counties in the large areas 
covered by these four states are eligible for federal redevelopment 
assistance. 

Without question, all of the designated redevelopment counties, 

11. George Macesich and Charles Stewart, Economic Change and Adjustment, 
U.S. Chamber of Commerce, Washington, D.C., December 1961, p. 8. 

12. Ernst W. Swanson, in a paper, “Appraising Economic Development Po- 
tentials: The General Case,” presented at a Conference on Area Redevelopment 
at Athens, Georgia, Jan. 8-10, 1962, points out, however, that a community 


securing a highly automated plant may eventually have a reduction in unem- 
ployment through the rise in the needs for general business and public services. 
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and most of those not so designated, are greatly in need of additional 
industrial facilities and other new and expanded economic activities. 
However, an examination of the 1960 population census reveals an 
interesting fact. For each of the four states, the proportions of non- 
whites is much larger, on the average, in the redevelopment counties 
than in the other counties. In Mississippi redevelopment counties, 
the non-white population made up 50.8 percent of the total popula- 
tion, while in non-redevelopment counties the percentage of non- 
whites was 26.5. In Alabama, the redevelopment counties averaged 
42.8 percent non-whites compared with 22.8 percent in non-designated 
counties. For Georgia, the redevelopment counties averaged 39.3 per- 
cent non-white population, while the other counties averaged 28.8 
percent. In South Carolina, the redevelopment counties had a 49.8 
percent non-white population compared with 33.5 percent in the re- 
maining counties. 

It is clear that unemployment and low family incomes among the 
colored population weigh heavily in the statistics used to secure fed- 
eral designation of redevelopment areas in these Southern States. Yet, 
if federal loans and grants persuade some firms to locate plants in 
these “distressed areas,” the additional jobs may well go mainly to 
the white residents. This will result both from the propensity of many 
employers to discriminate and from the general lack of education and 
skills of the Negro population. A peculiar type of discrimination on 
the part of the federal government against white residents of non- 
redevelopment counties will ensue to the extent that the whole pro- 
gram is effective. That is, white workers in redevelopment counties 
may be aided in securing industrial jobs because of the large number 
of impecunious Negroes in the same counties. Equal unemployment 
or equally low family incomes among the white population in other 
counties will not generate federal relief activity under the Area Re- 
development Act. 


Redevelopment Boundaries 


Problems involved in defining an “industry” are well known 
to economists. This is one of the great difficulties in measuring con- 
centration of manufacturing in a useful way and in enforcement of 
the antitrust laws. It is also central to the famous controversy between 
Harvard’s Edward Chamberlin and the “Chicago school” over whether 
“monopolistic competition” is a legitimate addition to the older theo- 
ries of pure competition and monopoly. Stigler and Friedman, es- 
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pecially, have maintained that “groups” within which competition 
between sellers of differentiated products is close, and between which 
competition is remote, cannot be distinguished sharply. Chamberlin 
had to make the distinction in order to arrive at long-run equilibrium 
for the monopolistic firm with only normal returns on investment. 

In part, the difficulty of sharply defining “depressed industries” 
led to the “depressed area” concept. Unfortunately, there are also 
serious difficulties in delineating areas for purposes of unlike treat- 
ment in a federal economic program. Under the Area Redevelopment 
Act, boundaries for the most part follow county lines, and contiguous 
areas are usually designated in order to provide “redevelopment areas” 
of substantial size. While this may be the most “practical” way of 
designating areas, it is not theoretically right. Redevelopment area 
boundaries are not drawn on a basis actually related to the problem 
(unemployment) which is to be solved. Consequently, it is inevitable 
that many parts of redevelopment areas will have less unemployment 
than many parts of non-redevelopment areas. 

Political boundaries such as those of counties are relevant when 
the activity in question, such as the taxing of property and expendi- 
ture of tax receipts, is actually confined to the same area.4? Unem- 
ployment ratios do not follow county lines except by accident. Also, 
the practice of commuting to and from work by car or other means 
may, for example, make a new plant in the northern part of a county 
more important to residents of the southern part of the county abutting 
on the north than to actual residents in the county where the new 
plant locates. 

In an attempt to minimize the inequities due to the commuting 
habits of American workers, the Area Redevelopment Administration 
prefers to group a number of counties into fairly large redevelopment 
areas. This tends to bring about a closer relationship between the 
individuals who will actually work in any new facilities that are cre- 
ated and those who were counted as unemployed members of the 
labor force. (Nearly perfect agreement between the two groups 
would be secured by treating the entire nation as a single area.) How- 
ever, the “distressed area” concept tends to become more obscure as 
redevelopment areas are made larger, since a larger number of rela- 
tively prosperous sub-areas are inevitably included and made eligible 
for federal preferential treatment. The situation is rather similar to 

13. O. D. Duncan, R. P. Cuzzort, and B. Duncan, Statistical Geography (Glen- 


coe: The Free Press, 1961), p. 33. The authors examine numerous problems in 
analyzing areal data. 
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that of white workers receiving preferential treatment if they reside in 
counties with large numbers of low-income colored families. 

A somewhat similar problem is involved in the all-or-nothing na- 
ture of the assistance that is being provided by the fcderal govern- 
ment under the Area Redevelopment program. If it is felt appropriate 
that the federal government “do something” about relatively severe 
unemployment on an area basis, the Act is open to criticism in the 
following respect: If it be assumed that measurement is correct and 
areas are propcrly delineated (although neither is the case), unem- 
ployment is almost as serious a problem in an area which nearly 
qualifies under the established criteria as in one that barely does 
qualify. If it is proper to subsidize the latter area to a certain extent, 
it is also proper to subsidize the former area to nearly that extent. 
Actually it will receive nothing. By the same token, it would be 
appropriate to help an area with extremely high unemployment much 
more than one that barely qualifies. While this may be accomplished 
administratively, there is no built-in rule to insure this. 

In some states, at least, the Arca Redevelopment Administration 
has permitted areas which fail to meet the unemployment criteria to 
be included in the program.!* This sort of blurring of the eligibility 
criteria gets around the arbitrariness of the formulas, in a fashion, but 
does not change the all-or-nothing character of the government assist- 
ance. Instead, it is apt to result in the substitution of political in- 
fluence for economic need. Areas which barely fail to meet the less 
rigidly defined economic and political criteria for eligibility are still 
completely excluded. 

This is the same type of problem that has been recognizcd in 
connection with priorities systems for materials and equipment in 
periods of emergency control of production in the United States. 
Priorities tend to secure for holders the entire amount needed, whilc 
those without ratings are able to get none at all. Multiple priority 
ratings (and black market activities) help to alleviate this situation 
by channeling some materials to uses that do not qualify as the most 
important. An allocation system proved to be much more satisfactory 
than a priorities system for channeling critical materials during World 

14. Letter to writer from Koder M. Collison, Director, State of Ohio depart- 
ment of Industrial and Economic Development. (Reproduced in Industrial De- 
velopment and Manufacturers Record, Vol. 130, No. 13, p. 3 as a comment on the 


writer’s article in the same magazine, entitled “Distressed Area Relief: Will it 
Work?”, p. 6. 
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War II.15 Under such a system, there can be fairly sensitive recogni- 
tion of a great variety of needs for a material, and allotment can be 
made in rough accord with its marginal importance to various govern- 
ment objectives. No such sensitivity of allocation of federal funds 
is inherent in a system based on a “depressed” or “not-depressed” 
dichotomy. 

By way of contrast, it is interesting to note that a competitive 
price system avoids the “all-or-nothing” problem. If the marginal value 
productivity of resource A exceeds that of resource B, both will be 
employed, although A will receive the greater remuneration. If com- 
modities C and D are both demanded by consumers, both will be pro- 
duced as long as the market price is sufficiently high in relation to the 
appropriate cost. Cessation of production occurs only when it is not 
privately (and socially) desirable to continue to turn out the product 
because of the evaluation of required resources compared with evalua- 
tion of the product. In contrast, the shut-down point for govern- 
ment assistance under the redevelopment program, where “employ- 
ment” is the product being sought, has no similar economic significance 
but is the result of arbitrary formulas or administrative judgment. 
Similarly, the strength of the “demand” (for jobs) does not exert an 
automatic upward force on the amount that the government will 
attempt to supply. (As already stated, however, it is possible to ad- 
minister the program in such a way as to conform partially on this 
score. ) 


Small Business Administration 


An onlooker at Congressional hearings on proposed distressed- 
area legislation might well have gained the impression that hard-to-get 
private loans would be the only alternative open to firms in such 
areas if the Area Redevelopment program were not enacted into law. 
The well-established and much larger lending activity of the Small 
Business Administration was not stressed by proponents of area re- 
development. Yet most of the firms that may seek government loans 
qualify in size for this assistance. In general, relatively small size is 
much better as an eligibility criterion than that of location in a desig- 
nated area in the same way that a vocational retraining program 
which is open to any unemployed person is superior to one which 
is open only to those in redevelopment areas. A program stressing 


15.M. R. Colberg, “Priorities, Allocations, and Limitations,” Southern Eco- 
nomic Journal, Vol. XVIII, No. 2, p. 150. 
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redevelopment loans, with its substantial administrative machinery, 
cannot easily be justified when such a large federal lending program 
as the SBA was already well established. This is especially true when 
the SBA is quite anxious to make loans in order to demonstrate its 
social productivity.1¢ 

During the six months ended June 30, 1961, the Small Business 
Administration approved 3,068 business loans for over $154 million. 
The accumulated total since the start of operations in 1953 was about 
$1.2 billion. These loans are made both directly and in participation 
with banks. “Special consideration” is supposed to be given to loan 
applications to aid rural development. 

A rapidly growing segment of the SBA activity consists of the 
Small Busincss Investment Company program which it assists. These 
private companies were authorized by Congress in 1958 to promote 
the flow of equity capital and long-term loans to small business firms. 
The SBIC’s are selected and licensed by the Small Business Admin- 
istration. Upon licensing, the companies become eligible for financial 
assistance from the SBA and for tax benefits. The bulk of the funds 
of the SBIC’s comes from sale of stock to the public and from bank 
loans. Assistance in original financing is given by the Small Business 
Administration through the purchase of subordinated debenture loans. 
Also, SBA loans may be made to a Small Business Investment Com- 
pany after it has begun operations. 

The actual and potential importance of SBIC’s is indicated by the 
298 licenses active as of June 30, 1961, and the 225 additional pro- 
posals on hand. Potential capital in the entire group for financing 
small business is estimated by SBA at over $854 million. 

Somewhat less progress has been made so far in still another 
Smali Business Administration activity—the assisting of state and local 
development companies. As of June 30, 1961, seven loans had heen 
made to state development companies and 118 to local development 
companies. In the case of the state companies, SBA can match the 
borrowings from all other sources. SBA loans to local development 
companies are made for the benefit of identifiable small firms, and 
such loans may also be made through State Development Companies. 
There is no limit to the number of such loans which may be applied 
for. The development eompany must have some equity to invest in 


16. The new administrator of the SBA in the 16th Semi-Annual Report, Small 
Business Administration, Jan.-June, 1961, p. 1, stresses the new record in loans 
established during the first six months of 1961. Other SBA data are taken from 
this report. 
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a project, and the SBA attempts to secure local bank participation. 
Several thousand local development companies are actual or potential 
borrowers from the Small Business Administration. 

The SBA development company loans are at 5 percent or 54 per- 
cent except in “areas of substantial unemployment” designated by the 
Department of Labor. In such areas, they are made at 4 percent—the 
same rate currently charged by the Area Redevelopment Administra- 
tion. This provision appears to be detrimental to the South. Most 
of the redevelopment areas in the South are rural areas with low per 
capita incomes. “Areas of substantial unemployment” (6 percent or 
more) are usually in industrial areas in the North or far West. It is 
interesting to note that this is a distressed-area loan program based 
on easier criteria of eligibility than the Area Redevelopment program, 
since “persistence” of unemployment in an area is not necessary as a 
condition for 4 percent federal loans. Relaxed restrictions as to the 
size of eligible firms are also in force in areas of substantial unemploy- 
ment. Firms may be up to 25 percent larger than the usual standard 
for a “small” business. (For example, this maximum is usually 250 
employees for a manufacturing firm and $1 million in sales for a 
retail firm.) When the ample loan program of the Small Business 
Administration is considered, it becomes especially hard to see why 
an area redevelopment program should also be in force. The facilities 
of SBA are utilized in checking loan applications for soundness, pros- 
pects for repayment, and similar matters. Area Redevelopment loans 
are supposed to be made only after it has been demonstrated that 
credit is not available from private lenders or other federal agencies 
on reasonable terms. However, since the SBA must find that applica- 
tions from private borrowers are of fairly good quality, it seems likely 
that most of these would be approved for SBA loans in the absence 
of an Area Redevelopment program. 


Local Initiative in Area Redevelopment 


Sponsors of federal area redevelopment have continually em- 
phasized the important role of the areas themselves in their effort. 
One device to increase such participation is the requirement that “an 
overall economic development program” be prepared by an area 
organization, approved by a State Development Commission or similar 
agency, and approved by the Area Redevelopment Administration. 
The latter agency has been approving preliminary plans at a whole- 
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sale rate in order to make areas eligible for federal redevelopment 
assistance. 

It is probable that most of these OEDP’s are no more than per- 
functory descriptions of the areas, their resources, present economic 
activities and problems, and aspirations. Nevertheless, it is disturb- 
ing that planning is considered to be vital to area redevelopment. 
While it is unquestionably wise for communities to plan carefully the 
spending of tax revenues for public projects, there is the implication 
that areas should be able to plan in some detail the nature of private 
investment which is appropriate. Requests for financial assistance are 
supposed to be “consistent with the approved overall economic de- 
velopment program of the area.” This means that area plans will 
usually be made so broad as to be virtually meaningless. If plans 
are specific there is risk that assistance to an excellent sort of 
enterprise not in the plan will be blocked. In general, the 
area redevelopers seem to be overimpressed with the possibility of 
effective planning.” For example, it is stated that the analysis of an 
area “should lead to estimates of additional jobs needed over the next 
decade.”!8 Such long range projections are largely nonsense. Labor 
statisticians have great difficulty in measuring how many people in 
an area actually desire to be members of the labor force at the present 
time, let alone in the 1970's. 

So long as we rely mainly upon private enterprise, the exact loca- 
tion of most new plants cannot be anticipated. A prospective firm 
may have a dozen or more sites under active consideration and is 
likely, in fact, to conceal the identity of the place selected as long 
as possible in order to prevent the bidding-up of land prices. Coopera- 
tive local action can make community facilities more attractive to 
industry, but the “price system” constitutes the master plan that guides 
most relocation decisions. 

In spite of official insistence that the Area Redevelopment Pro- 
gram relies mainly on local action, there is some evidence that local 
efforts which are not part of the federal plan are unwelcome. Finan- 
cial Assistance Guidelines issued in November 1961 by the Area Re- 
development Administration states: 


17. The same is true of many American economists. For example, C. E. 
Bishop, in a paper presented at a Conference on Area Development at Athens, 
Georgia, Jan. 8-10, 1962, “Planning for Economic Growth,” states: “Planning 
lies at the very heart of an economic development program.” 

18. The Overall Economic Development Program, U.S. Department of Com- 
merce, Area Redevelopment Administration, p. 8. 
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. It is common practice for the various localities to compete with 
each other by offering various concessions. Many such concessions 
reduce the ability to repay a Federal loan for a public facility, since 
they have the effect of reducing local revenues or the local ability to 
repay a loan from user charges. Examples of such concessions are free 
sites, free water or sewage, and exemptions from local taxes. 

Where such concessions have been offered and the applicant re- 
quests a Federal grant on the grounds that it cannot afford to repay a 
loan it is clear that the Federal grant would have the effect of sub- 
sidizing maximum concessions. Therefore ARA will review carefully 
all requests for grants for financial assistance to provide public facili- 
ties for industries which have been attracted to the area on the basis 
of significant concessions. Only in exceptional situations will grants 
for more than 75 per cent of the total cost of facilities be approved, 
and in most cases ARA will expect grants to amount to less than 50 
percent of the total cost where such concessions are a factor. 


Since it is most improbable that an apparent lack of tax revenue 
to repay a loan can properly be traced to local subsidies to attract 
industry, this administrative provision seems to serve as a threat that 
vigorous local promotional efforts are liable to be punishable by a 
reduction of federal grants. The redevelopment administrator, rather 
than depending primarily on local efforts, seems in this regulation 
to frown on really vigorous local efforts in the neediest communities.’® 
In general, the Southern states have been more active than others 
in the local promotion of economic development. 

19. J. M. Buchanan and J. E. Moes, in a communication entitled “A Regional 
Countermeasure to National Wage Determination,” American Economic Review, 
Vol. L, No. 3, p. 434, point out that “in political federalism, conflicts between the 
national government and the state or regional government units seem certain 
to occur.” They illustrate how one governmental unit may take steps to offset or 
negate the effects of policy measures taken by an overlapping jurisdiction. The ob- 


servation applies to the case in point but in a direction that the writers would not 
applaud. 


Xl 


Economic Theory, Regional Industrial 
Development, and the Paint Industry 


By Melvin L. Greenhut and Charles T. Stewart, Jr. 


Throughout the history of location economics, there has been 
a tendency to adhere to the cost approach alone.! This tendency is 
evidenced in both pure and applied theories, but especially in the 
applied field. 

Possibly August Lésch* was the first really to combine demand 
and cost into a pure theory of location. His contribution is surprising, 
for he was not concerned with location processes in a capitalistic 
society, but rather with analyzing the location process in a broader 
context. The first integrations of demand and cost in location theory, 
as in price theory, might have been expected to flow from the pens 
of economists steeped in the traditions of capitalism, hoping to apply 
location theory to capitalistic processes. For, as we shall see, the in- 
stitutional forces in capitalism, in the form of various price practices 
over space, rearrange the profit values that may be found in different 
places and thereby make demand as well as cost a location factor. 

Those closest to the passing scene too often, however, visualize it 
out of focus or fail to note it altogether. Thus past theories tend to 

1. J. H. Von Thiinen, Der Isolierte Staat in Beziehung auf Landwirtschaft und 
National Okonomie (3rd ed.; Berlin: Schumacher Zarchlin, 1875); A. Weber, 
“Reine Theorie des Standorts,” Uber den Standort der Industrien (Tiibingen, 
1909), Part I; A. Linke, Die Lederindustria Erzeugende und Verarbeitende 
(Tiibingen, 1913); L. Dechesnes, La Localization des Diverses Productions 
(Brixelles: Les Editions Comptables, Commercials et Financiéres, 1945); D. C. 
Hague and P. K. Newman, Costs in Alternative Locations: The Clothing Industry 
(Cambridge: Cambridge University Press, 1952); W. Isard and V. Whitney, 


Atomic Power (New York: The Blakiston Co., 1952). 
2. Die riiumliche Ordnung der Wirtschaft (Jena: Gustav Fischer, 1944). 
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influence present practices long after the time and circumstance ap- 
propriate for their application has passed. Present-day location theory 
is still strongly influenced by contributions stemming from Von 
Thiinen and Weber. Although references to demand (locational inter- 
dependence) and cost appear frequently in present literature,> it 
seems that cost is emphasized to the exclusion of demand influences 
in empirical studies of location.* 

The forces of location vary from industry to industry, of course; 
in some instances, the demand element is quite obscure and insignifi- 
cant. Where time of delivery is unimportant, close contact with buy- 
ers unnecessary, transport cost on the finished product slight, and an 
equalizing delivered price system in use, the location emphasis is 
properly placed on the cost factors of production. But opposite situa- 
tions occur, where demand elements need emphasis. Their recogni- 
tion is vital if sound forecasts and recommendations on future indus- 
trial locations are to be made. 

Demand as well as cost factors have dominated some plant 
locations, demonstrating that the Marshallian scissors are operative 
here as elsewhere in theory. It has been shown that the de- 
mand factor in location economics has many interdependent facets, 
such as the elasticity of demand, the degree of competition in location 
that prevails in the industry, the degree of competition from substi- 
tutable products at the various locations, and the homogeneity or 
heterogeneity of the firms belonging to the industry. Imperfections 
such as the importance to sales of time of delivery, personal contacts, 
and custom or habit are also part of the demand factor. Finally, the 
shape of the marginal cost curve and the height of freight cost have 
been noted to influence the extent to which the demand factor may 
dominate a given location.® 

There is perhaps no easier way to understand this factor in general 

3.E. M. Hoover, Location of Economic Activity (New York: McGraw-Hill, 
1948), Chapter iv; M. L. Greenhut, “Integrating the Leading Theories of Plant 
Location,” Southern Economic Journal, XVIII (1952), pp. 526-38, and Plant 
Location in Theory and in Practice (Chapel Hill: The University of North Caro- 
lina Press, 1956), Chapters vi, xi, and xii, henceforth Plant Location; W. Isard, 
Location and Space Economy (“Regional Science Studies,” No. I [New York: 
Wiley and Sons in conjunction with the Technology Press, 1956]), Chapter vii. 

4.E.g., J. Airov, The Location of the Synthetic-Fiber Industry (“Regional 
Science Studies,” No. 11 [New York: Wiley and Sons in conjunction with the 
Technology Press, 1959]) uses what is essentially a cost approach in his other- 
wise encyclopedic effort. 


5.See M. L. Greenhut, “Games, Capitalism and General Location Theory,” 
The Manchester School, January, 1957, pp. 61-88. 
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terms than to observe how different price systems in space help to 
determine the plant location. To prepare for our main interest in this 
paper, namely how location and economic theory may help uncover 
regional space islands which offer new plant-location opportunities, 
and to do this specifically with respect to the paint industry and the 
South, we first will summarize the way that different price systems 
in space influence the location of manufacturing activity. This exam- 
ination of spatial price systems causes our theory to differ sharply 
from the location models traditionally followed, for it indicates that 
location is not determinable by reference to cost alone but involves 
elements of demand. In the second section, we introduce certain key 
statistics and information about the paint industry, showing that it 
is dispersed in an areal (not point-formed) market pattern. We will 
see that it follows on pragmatic grounds, if nothing else, that the 
traditional cost models of location theory are inadequate and, in fact, 
irrelevant. 

The third section of this paper carries forward from this theoreti- 
cal-empirical foundation. By reference to surveys of paint-plant loca- 
tions in Florida and Virginia, we acquire further indication of the 
two-sidedness of industrial location. And last of all, our final sections 
discuss an approach to help evaluate the economic potential of differ- 
ent locations and to estimate the paint-industry potential in the South. 


I, Price Systems in Space 


A. The Equalizing Delivered Price System 

Under a system of uniform price quotations throughout the 
country, or, at least, uniform over significantly large areas, firms are 
able to sell to distant buyers regardless of location and without limit 
in so far as prices are concerned. Under this system, any firm seeking 
a plant site visualizes a vast market area at its command regardless 
of where this plant site is situated. With sales potential in effect a 
constant, the matter of location boils down to finding the best cost 
site for achieving the particular sales distribution visualized by com- 
pany officials. 

In practice, a heavy concentration of firms tends to arise at places 
where population is centered, near the center of the whole market, 
provided that production costs there are satisfactory. There is greater 
agglomeration of firms than would take place with basing point and 
other systems allowing prices to vary spatially. This extra agglomer- 
ation, enabling firms to sell advantageously to all points in the market 
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and, in this way, to share national prominence with other firms, causes 
some distortion. The malallocation is, in practice, confined to a 
greater use of transportation than otherwise would be employed. 
Since freight costs usually are low when the constant price policy is 
followed, transportation is a cheap resource to the industry in question, 
and the distortion over space tends to be insignificant. 


B. The Single Basing Point System 


We find that under the single basing point system large firms 
tend to concentrate at the base point, gencrally selling over the whole 
of the market area. In contrast, small firms which, by definition, do 
not plan or seek sales to large market areas, do well in locating at a 
distance from the base point. They tend, in fact, to locate toward 
the peripheries of the market, though not so far away from the central 
site as would equivalent-sized firms under the f.0.b. price system.® 

Given the firm’s intended size, under basing point pricing it locates 
at the place where costs are least. Thus, for example, when a firm 
selects a certain sales total, it will look for that site which offers the 
given sum at lowest net cost. Under the basing point system, this com- 
putation involves subtracting from total production-and-procurement- 
cost the difference between freight cost from the base point to each 
buyer and freight costs from the actual plant site to the buyer. This 
means that if production-and-procurement-costs are equal everywhere, 
and if the firm’s feasible production capacity is limited, the firm will 
tend to locate at a place which maximizes phantom freight. On the 
other hand, if costs are uncqual, it will accept a smaller phantom 
freight, provided further that this is indicated by the cost pattern in 
the market. In a broad sense, the same results are true for the large 
plant. 

In sum, there arises a tendency under the single basing point sys- 
tem for large firms to concentrate at the base point. Many small 
firms seeking a large sales potential in order to grow large are sucked 
in towards this center. Undue use of transportation facilities results, 
and only a change in industrial relations between sellers and buyers, 
making proximity advantageous, would offset the distortion of loca- 
tion that one finds under this form of pricing. Unlike the equalizing 
delivered price system, where the “location distortion” reflects a rela- 
tively unimportant wasting of transport facilities, the present case 
requires a harsher judgment. 


6. See Greenhut, Plant Location, Appendix V. 
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C. The Multiple Basing Point System 


The pattern of location forces begins to change somewhat 
with the multiple-basing point system, for, in this case, demand and 
not only cost is a factor in industrial location. We may recall this 
process quite simply by observing that competition in price and loca- 
tion take hold at a distance when new base points are created. This 
competition has the effect of squeezing market areas into different 
shapes and magnitudes so that the demand potential from area to 
area may vary. Accordingly, size of markets, i.e, the demand factor, 
might be the chief variable in the location process. Once the area of 
location is given, cost will steer the firm to its particular site, unless 
other demand variables, such as the need for close contact, are assumed 
to be relevant. 

It is manifest that the multiple-basing point system reduces the 
amount of distortion found under the single basing point system. 
Nonetheless, within each base point area, the same location pattern 
develops, ceteris paribus, as under the single base point system. 


D. Other Price Systems 


Such other price systems as the plenary price system, where 
all plant sites become base points and each plant absorbs freight 
if desiring sales at points nearer to the location of a competitor; or 
the straight f.0.b. mill price, where each plant prices f.o.b. plus freight 
from its mill without absorbing freight; or any variant between the 
two, such as sporadic freight absorption or an equalizing delivered 
price over a zone with freight additions to more distant zones—all 
allow the magnitude of effective demand to vary from area to area. 
Unlike, say, the basing point system, where demand may enter into 
the location scheme only if close physical contact with selected con- 
sumers is of importance, present cases permit the elasticity of the 
demand curve to be a location factor, for certain curves induce firms 
to locate at a distance from each other and to monopolize market seg- 
ments, whereas others do not.’ 

F.o.b. mill pricing and all close variants modify the geography of 
market potentials open to an industry. The upshot is that within cer- 
tain well-defined limits of price differentials, any plant locator tends 
to visualize different areas over the economic landscape. Sometimes 
these overlap, but usually they are sufficiently distinct and bounded 


7. Ibid., Chapter vi. 
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because of competition, population, or consumer concentrations and 
topographical featurcs. Accordingly, whereas the firm may sell its 
wares over much of any given area regardless of its location in that 
area, sales to other market areas often prove sharply limited, if not 
impossible. Where pricing and location are competitive, the firm and 
the industry will find cost or demand as the leading variable in the 
process of location. 


Il. The Paint Industry in General 


In order to understand plant location, one must look beyond 
cost and inquire into the price practices of the industry over space. 
This kind of examination, when applied to the paint industry, readily 
uncovers the two-sidedness that we claim is part of location theory. 

We note in the paint industry a fairly wide dispersion of firms. 
This, along with other key characteristics to be summarized, serve in 
support of our theme. 

The major paint producers (i.e., national concerns such as du Pont, 
Glidden, Sherwin-Williams, and Pittsburgh Paint) sometimes fabri- 
cate a special line in their non-main plants for sale in newly developed 
areas while continuing to produce the basic line for this and other 
markets at their original (or main) plants. In effect, the freight 
saving involved under basic-line branch-plant production is not always 
enough to compensate for the storage and inventory costs ordinarily 
associated with fabrication by large batches, which is required to keep 
production costs at economic levels. In the usual case, therefore, the 
national concern temporarily leaves the specialty field to small firms, 
and waits for the growth of regional markets before opening up its 
branch plant. 

Batch production is associated with long-distance shipments. It 
is especially when continuous branch production of a basic line is 
possible that new branches will be created. However, the relative ubiq- 
uitousness of raw-material supplies and the openings to small firms for 
special-line production allow a large number of plants and producers to 
exist in the industry, with estimates of their total running as high as 
1,591 separate plants in 1958. This raw-material condition, combined 
with the comparatively small cost of shipping materials and products, 
creates substantial price similarity among zones, to the point where, 
within given zones, large firms pursue identical delivered prices while 
small firms price f.o.b. mill. But before we devote attention solely to 
branch-plant locations and to such an intricate empirical matter as 
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price practices in the paint industry, we must stay with more general 
data. This broad coverage is the objective of the next remarks. 


A. Selected Statistical Data 


Over 594 million gallons of paint, varnish, and lacquer valued 
at $1,589,300,000 were sold in 1958.8 Most significantly, the over- 
whelming part of the total output in this industry was concentrated in 
15 states. Seven states, all (except California) in the North Central 
and Eastern part of the United States, accounted for about 71 percent 
of the total value of shipments in the country in 1958.° 

It is suggested that the concentration of paint production in the 
designated states conforms to the spatial distribution of demand in 
the United States, with the absence of equalized delivered prices 
over the nation and the frequency of competitive location patterns 
tending to support this contention. Indeed, since the single-basing 
point system is outlawed by recent interpretations of the anti-trust 
statutes, and since alternative market areas exist, the theoretical re- 
quirement of cost alone is further denied. In its place, the likelihood 
of demand exercising a vital, if not the lead, role in location decisions 
must be considered. 

By way of further preliminary thoughts, we might observe here 
that the concentration of paint manufacture in the industrial and 
population centers of the nation suggests its orientation to markets. 
This condition, for example, prevails in Florida to the extent that ap- 
proximately 70 percent of the paint produced in Florida is manufac- 
tured in the Miami and Tampa areas.1° But whether this pattern 
results from demand considerations or some other factor cannot yet 
be answered. 

Employment levels in the industry suggest the changing pattern 
of location. For the period 1947 to 1954, employment rose from 53,412 
to 56,580. During the same period, a modest decline in employment 
occurred in the Middle Atlantic States and New England. All other 
areas showed increases. Among the states, dramatic rates of growth 
in employment occurred in Florida (80 percent), Texas (45 percent), 
and California (18 percent). These patterns generally conformed to 

8. See the National Paint, Varnish, and Lacquer Association’s Statistical Hand- 
book (1960 ed.; Washington, D.C.), p. 3. 

9. Ibid, p. 12. See also U.S. Department of Commerce, Fifteen Leading 
es Producing States, 1954 Census of Manufacturers (Washington, D.C.), pp. 
28E-5. 


10. Florida Development Commission, “Illustrative Florida Marketing Studies,” 
Report 115, April 1959, Table 3, p. 40. 
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Table 1. Trade and Industrial Products Shipments, Selected 
Areas, 1958” 


Per Capita Per Capita 
Trade Sales Industrial Trade/ 


Per Capita Products Products Industrial 

State Shipments Shipments Shipments Ratio 
New Jersey $32.83 $16.82 $16.01 1.05 
llinois 25.26 16.29 8.97 1.82 
Missouri 12.98 9.66 3.27 2.95 
Ohio 16.39 8.70 7.69 1.13 
Michigan 13.29 3.17 10.12 0.31 
Kentucky 12. 7.77 5.08 1.538 
California 11.48 7.35 4.13 1.78 
Pennsylvania 10.27 5.27 5.00 1.05 
Maryland 9.72 7.50 2.22 3.38 
Massachusetts 7.91 5.37 2.54 2.11 
Georgia 7.29 5.32 1.97 2.7 
Wisconsin 6.62 4,21 2.41 1.75 
New York 6.48 4.05 2.43 1.67 
Texas 6.08 4.45 1.63 2.73 
Minnesota 5.31 3.91 1.40 2.79 
Indiana 4.79 3.19 1.60 1.99 
Washington 3.08 2.50 0.58 4.31 
Oregon 2.98 2.20 0 78 2.82 
Florida 2.94 2.60 0.34 7.88 
North Carolina 2.7 0.91 1.83 0.50 
Connecticut 1.77 0.90 0.87 1.03 
Virginia 1.35 0.78 0.57 1.37 
United States 8.72 5.11 3.61 1.42 


* Source: National Paint, Varnish, and Lacquer Association, Statistical Hand- 
book, 1960, Table 18, p. 12. 


population shifts during the same period. By 1958, employment, at 
57,034, was little above that of 1954. It continued to decline in New 
England and the Middle Atlantic, and also in the West North Central 
States,}! 

Another measure of market quality is per capita sales. The table 
above shows the per capita value of shipments by representative states 
for 1958. The value of shipments is used for lack of geographical detail 
on sales by state. The dollar figures would have to be increased by 
one-third to approximate per capita sales at wholesale prices. 

Paint products are classified into industrial products and trade-sales 
products. The latter are primarily for household and other domestic 
uses. Although this classification is not exhaustive, products excluded 
from Table 1 and classified as “miscellaneous paint products” and 


11. Statistical Handbook (1960 ed.), Table 9, p. 7; Statistical Handbook 
(1957 ed.), Table 5, p. 10. 
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“paints, etc. not specified by kind” account for less than 10 percent of 
the industry total. 

Trade-sales products and industrial products have different markets 
and might therefore be expected to differ in geographical pattern of 
production. For trade-sales products, population and population 
growth are two indices of the geography of demand, as they affect 
maintenance and new construction of residential property and allied 
service facilities. For industrial products, the location of paint-using 
industries is a better index, perhaps, than population. We find that 
the seven states leading in paint production account for 66 percent 
of trade-sales shipments, but 78 percent of industrial shipments, re- 
flecting perhaps in part the fact that paint-using industry is more 
highly concentrated geographically than population. 

The share of total paint-production accounted for by trade-sales 
products, formerly two-thirds of the total, has been declining, but is 
still over half. Further suggestion that plant location is influenced by 
a demand component is provided by the fact that there exists a num- 
ber of less-industrialized states with significant production of trade- 
sales products but inconsequential output of industrial paint products. 
There are just two states in which per capita industrial products ship- 
ments exceed trade-sales products shipments, both by a wide margin: 
Michigan, with its motor vehicle industry, and North Carolina, with 
its furniture industry. 


B. Some Price-Policy History 


In the paint, varnish, and lacquer industry, equalized stepped- 
zone price systems have been generally followed. It was noted years 
ago that sellers typically priced uniformly within certain zones and 
increased prices by zones as a function of distance.1? For example, 
uniform delivered prices were found within each zone in the marketing 
of linseed oil, though some slight difference may have existed between 
sellers in base price and in zone differentials. For this product, the 
North Central States, including Minnesota, the largest linseed-oil-pro- 
ducing state, were designated as Zone 1. 

In the sale of paint materials, such as white lead, the typical prac- 
tice was to sell on consignment through retailers. Prices were left 
to vary on a zone basis. Areas nearest a warehouse or manufacturing 
point were designated as par zones or freight-free zones. 


12. TNEC, Economic Concentration and Corporate Power (Washington, 
1940), pp. 314, 315. 
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The pricing of prepared paints lacked the uniformity evidenced in 
linseed oil and white lead because of the large number of independent, 
small sellers. Nonetheless, there was a noticeable uniformity in pricing 
among the large manufacturers who distributed on a national scale. 
These firms used a four-zone price system. Zone 1 comprised most 
of the Northeast and was called the base zone. Prices in Zone 2 ranged 
from four to six cents a gallon higher while, in Zone 3, they were eight 
to twelve cents higher and, in Zone 4, thirteen to eighteen cents higher 
than in the base zone. 

Among medium-size producers who operated regionally, the cus- 
tomary practice was to quote f.o.b. destination prices with full freight 
allowed if the purchaser arranged for transportation. Alternatively, 
f.o.b. plant pricing was used with freight prepaid. Among smaller 
plants, there was but little effort to equalize delivered costs. 


C. Present Price Practices 


Today there are no price data available through sources such 
as the TNEC. The Federal Trade Commission has not made a study 
of price practices in the industry, and the National Paint, Varnish, and 
Lacquer Trade Association disclaims the compilation of such figures. 
Therefore, the only data available are those provided by individual 
companies, and, unfortunately, these are generally provided on a con- 
fidential basis. 

Available evidence suggests that the four-zone price system on 
certain prepared paints is still followed, at least roughly, today, and 
that uniform zone prices increasing from zone to zone are also widely 
used. Uniform pricing by zones is especially prevalent for practically 
all of the raw materials used in the industry. 


1. Finished Products 


Major producers generally follow a series of stepped zones 
in pricing their products. On certain paints produced in batches and 
shipped long distances, remnants of the old four-zone pricing system 
are discernible. For other products, three zones with stepped prices 
for more distant markets are employed. It is generally agreed that 
the major producers in the industry not only follow similar delivered 
price-zone systems but charge nearly identical prices in comparable 
product lines. 

In contrast, the small independents adhere chiefly to an f.o.b. price 
system, with sales being limited to more proximate points in reflection 
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of the need for fast service and the existence of many small independ- 
ents throughout the country.% Significantly, the paint-product lines 
of small companies vary from those of the large producers. The 
chief difference is that smal] independents tend to carry a low-price 
line. Thus, between large and small producers there exists a noticea- 
ble differential in delivered price which may or may not reflect a 
differential in quality. For trade-sales products in particular, this 
price differential may be required to counter the brand-name and 
advertising advantages of the nationally-known manufacturers. 

The market for trade-sales products comes closer to being a single 
market than that for industrial paint products, which is in fact a 
number of highly specialized markets. Product differentiation there- 
fore is more significant in industrial products than in trade-sales prod- 
ucts, and this force promotes dispersion by small independents. More 
generally, the existence of “product islands” is another recognition of 
the locational influence of demand, as we find a different geography 
of markets for some specialized products, affecting plant location di- 
rectly as well as indirectly, through differences in the identity and 
location pattern of competitors. 


2. Raw Materials 


About 1,200 raw materials are used in the industry, 2,000 in- 
termediate materials (dryers, thinners, and resins), and some 1,700 
formulas, each requiring different components. The final products 
are packaged in volumes ranging from carloads to small tubes. Be- 
cause of large variations in sizes and components, a large part of total 
costs is tied up in raw materials. 

Raw materials are generally received on a freight-equalized basis. 
Thus, solvent oils are received by one company in all of its plants at 
identical costs even though the points of origin may vary. Tung oil 
per pound is equalized from a few scattered production points. Pig- 
ments, such as titanium dioxide and extenders,'* are obtainable at 
many places, with each origin-source pricing similarly by zones around 

13. According to one small-company official, his company disguises its higher 
price on long-distance shipments through the discount it offers. In this way, the 
company maintains distant sales. Another argues that distant sales are impractical 
because dealers in such places require a larger discount to handle the line of a 
small company. This extra discount, when added to the already larger discount 
exacted because of small size, leaves little for the producer on sales to distant 
markets. The sales area of the small firm, he claims, is very limited. 


14. Some extenders, such as magnesium silicate, are priced f.o.b. mine plus 
freight. 
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the supply point. Glycerine is said to be sold generally throughout 
the country on a zone-equalized delivered basis. This is also said to 
hold true for linseed oil, mineral spirits, hydrocarbons, soya oil, and 
China wood oil. Because of these practices, raw-material-cost differ- 
ences tend to be quite small. 

Freight-absorption practices discriminate in favor of distant buyers. 
Though the value added per man-hour may differ regionally, the dis- 
crepancies are quite small, except for isolated instances; consequently 
we find that unit sales potential rather than unit profit on sales 
appears therefore to be the significant variable in determining plant 
location (see p. 400 for detailed explanation). 


D. Price Practices in the Paint, Varnish, and Lacquer 
Industry: Location Theory and the Empirical Model 
Traditional location theory suggests that cost is the main var- 
iable factor in plant location, and this is true when: (1) a national 
uniform equalizing delivered price system prevails, or (2) a single 
basing point system exists, or (3) a non-competitive location-price 
policy is pursued (i.e., where all firms locate side by side and adopt 
identical price schedules). Significantly, any price system predicated 
on a single base zone with stepped-up zone rates over distance is com- 
parable to the single base point system. Accordingly, the large com- 
pany seeks to minimize its cost throughout the whole market, while 
smaller independents tend to be willing to locate in higher-priced 
zones, taking advantage of the gains of phantom freight differentials. 
If the national concern produces and distributes its products from 
a group of alternative plants rather than from just one main plant, the 
picture takes on the characteristics of a plenary or nondiscriminatory 
f.o.b. mill price system. Advantage then exists in locating new plants 
at places distant from old plants, as leading companies and small inde- 
pendents each trade for position at sites within developing markets. 
With raw materials shipped on a discriminatory price basis, and cost 
differences therefore slight, the tendency develops for production to 
spread out and be divided among more plants and firms. The nar- 
rowing of cost differences over space increases the influence of de- 
mand and tends to make it the chief location variable in the industry, 


III. Location Patterns in Two Southern States 

A. Florida 

The paint-industry market has developed rapidly in Florida 
in recent years, with a trade-sales increase of 50 percent and an in- 
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dustrial-sales increase of 25 percent between 1954 and 1957.15 In 
1954, when Florida had 2.14 percent of the United States population, 
trade sales in Florida already accounted for 2.69 percent of the na- 
tional total, reflecting its relatively large residential construction and 
tourist activities. Industrial sales in the state, on the other hand, 
accounted for only 0.42 percent of the national total, reflecting the 
comparatively limited industrial development in the state. 

Florida paint production has been expanding even more rapidly 
than the Florida paint market; between 1954 and 1958, value of ship- 
ments increased nearly threefold, from $4.8 to $13.8 million; popula- 
tion increase was 32 percent. Although total production rose more 
rapidly than total sales within the state, it still accounted for well 
under half of the state’s paint purchases. In terms of value of ship- 
ments, Florida paint manufacturers in 1958 accounted for 1.36 percent 
of total U.S. trade-sales products and 0.25 percent of industrial prod- 
ucts. Thus Florida paint production per capita remained far below 
the U.S. average, although its consumption of trade products per 
capita exceeded the U.S. average. 

Most of the paint plants in Florida are located in the developed 
counties of the state, with such cities as Miami, Jacksonville, and 
Tampa accounting for most of the plants and output. Since industrial 
sales are so small relative to the nation, it may be conjectured that the 
paint manufacturers of Florida use retail outlets much more than is 
customary in the nation. The low ratio of industrial-products output 
to trade-sales output in Florida suggests that a slight expansion of 
industrial activity could induce a significant increase in industrial 
paint-products output. The Florida industrial paint-products poten- 
tial is said to be vast; it is argued that the industrial growth of the 
state will alone raise industrial sales from 13.7 percent of total paint 
sales in Florida to 18.9 over the period from 1957-70 at the same time 
that trade sales will be increasing around 80 percent.'® 

For industrial paint alone, the forecasted growth is 116 percent 
over 1957. This computation incidentally is based on the assumption 
that Florida industries will consume the same ratio of paint to value 
added as will their non-Florida counterparts. It includes an estimate 
of paint consumption by the industries which use paint heavily (e.g., 
lumber and wood products), and it utilizes an estimate of the growth 
of these paint-using industries in Florida. 


15. Florida Development Commission, op. cit., p. 39. 
16, Ibid., pp. 44, 45. 
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Trade sales were estimated to grow by over $16 million, essentially 
on the basis of an anticipated increase in population of three million 
persons. Moreover, the final estimate gives special consideration to 
the extra-heavy construction activity in the state. Finally, the fact 
that a large sales potential, as yet unexploited, exists in rural areas 
was recognized, and influenced the estimate. We shortly will find in 
considering “our proposed paint-location form” that, as with the esti- 
mates for Florida, particular state data (such as the state’s industrial 
complex) must be made part of the calculation process in order to 
yield meaningful results. 


B. Virginia 

There were nine respondents in Virginia of twelve firms sur- 
veyed by questionnaire. Of these, six were interviewed personally. 
In general, their story is this: 

All believed they located in Virginia for personal reasons. The 
economic fact, however, is that a legitimate business opportunity 
existed in an area where the individual chose to live; and, profits and 
uncertainties being as they are, one could hardly call any of these 
locations uneconomic. 

In each case, the reporting firm prices f.o.b. mill, though one firm 
did propose that really it used a stepped-up zone rate system rather 
than a price pattern over space that was roughly proportional to 
distance. In each case, they claimed that national concerns followed 
delivered price systems and that generally their own product was 
lower-priced or a specialty item. In the overwhelming number of 
cases (considering the large number of raw materials used per firm), 
the belief was that raw materials were received on a zoned price basis, 
that there was no advantage in shifting locations fifty or one hundred 
miles nearer to any raw-material source. The prevailing opinion was 
that possibly a slightly higher price was paid on some raw materials 
compared to that paid by firms located in New Jersey, a slightly lower 
price than that paid by counterpart firms in North Carolina, and the 
same general price as that paid by firms in Kentucky; in any case, 
whatever difference might exist, it was without doubt small. 

Sales to the local city markets were estimated to run around 30 
percent of total sales, with a fairly regular drop in sales as distance 
increased. In most cases, ncarly all sales (e.g., 95 percent of the total 
sold by the company) were said to take place within a two-hundred- 
mile radius of the plant. Competition for markets within the local 
community and up to a fifty-mile radius was said to be confined gen- 
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erally to national concerns, especially since practically every company 
official interviewed believed his product was substantially different 
from that of the other small paint-plants located nearby in Virginia or 
surrounding states. In fact, even national concerns were said to com- 
pete indirectly—not directly, since uninformed customers may buy 
the paint of the national concern despite the fact that the local product 
was better designed for the use planned by the would-be customer. 
Market inroads by other small concerns were therefore said not to 
exist as a general rule, except as distances lengthened and a plant of 
similar type “could be found in the region.” (How different the eco- 
nomics of capitalism in space, where each becomes a spatial oligopo- 
list, from the large-city economics where one might try to argue for 
monopolistic or pure competition and ignore the chain-linking of 
markets! ) 

Typical of Virginia was the case of a small manufacturer whose 
product and price were so different from those of national companies 
that in effect the markets taken over by each were considered to be 
discontinuous. Whatever competition existed within the spokesman’s 
city for his kind of product was confined to that of a small company 
located some two hundred miles away in Virginia and some small com- 
panies located a state or two distant in opposite directions. The inroads 
of these concerns totaled about 50 percent, it was believed; but the 
respondent's sales in the more distant market (e.g., at a one-hundred- 
and even two-hundred-mile radius) remained important per square 
mile compared to the more proximate areas because of the compara- 
tive uniqueness of the paint and overall product use. Thus the local 
picture alone could not be stressed. 

Another plant, located at a point not too distant from the one re- 
ferred to in the previous paragraph, was not in competition at all with 
this plant, nor, for that matter, with others located at greater distances 
in Virginia. Its competition came from far-away firms in other states, 
producing specialty items which catered to an industrial activity found 
rather extensively in this part of the country. This firm tended to 
dominate the local market (up to the fifty-mile radius); market-sharing 
was generally limited to customer demands so specialistic that a distant 
firm, admittedly possessed of greater experience in the particular line, 
might be able to handle a particular order more economically than 
the subject company. That small companies have a job to do which 
they are able to handle better than large companies is accepted talk 
in the industry. 
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IV. Industrial Development Potential (The Paint Industry) 


The location theory developed herein points to a varying 
sales potential and cost pattern as one looks across the economic land- 
scape. In particular, we find from evidence recorded here (and some 
that has not been detailed) that in the paint industry, delivered price 
systems on raw materials extend over wide zones, similarity in labor 
productivity prevails, and only small capital investment per plant is 
required. These data signify an industry type in which the demand 
(locational interdependence) factor, more generally than not, is the 
chief variable of location. 

By estimating the sales potential at alternative places, one approxi- 
mates a measure of the economic feasibility of a location in the paint 
industry. This conclusion was reached partly on a priori grounds, 
partly as a result of interviews with more than 50 paint company off- 
cials (of both small and national concerns), and checked by three 
different sets of questionnaires mailed to more than 150 other firms 
with an approximate 40 percent rate of response. 

A sales potential form which we used in gathering information and 
which is applied in the last section of this paper towards the end of 
identifying the space island in the South (i.e. the market potential in 
the South) recognized that the demand for paint products is partly 
filled by national concerns and partly by small concerns. Usually the 
small firms produce lower-priced items and specialty products, and 
practically always price f.o.b. mill rather than delivered price by 
zones. Given this practice, part of the total paint market belongs to 
national concerns; part remains for small companies. Because both 
raw materials and final products are priced under similar zone rate 
schedules, a correspondence exists between the level of production 
costs and the umbrella under which the prices of small concerns are 
set. It follows that the difference between the final good prices of 
national concerns and of costs is similar from place to place and hence 
particular price and cost data may generally be ignored. Accordingly, 
our sales-potential form ignores such price and cost data, letting ap- 
proximate statistics on the division of local markets between national 
and local concerns serve as the basis for estimation, thereby achieving 
needed simplification. Precise information about price zones, raw- 
material-buying points, and sales distribution among large and small 
concerns is tightly held and frequently unavailable. Inquiry into such 
sources as the Dun and Bradstreet library, and the National Paint, Var- 
nish, and Lacquer Association, and visits to individuals revealed either 
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that there is no known record of how much is sold by national and 
small concerns or that this information was, and will continue to be, 
tightly held. In addition to our questionnaires, letters were written 
to others asking their opinion. Finally, census data were studied. 
With some regularity, suggestive possibly of normality rather than 
happenstance, the sales total was divided on a 2-1 basis between na- 
tional and small companies, as defined in the sales-potential form we 
ultimately used. Unfortunately, the replies received are too inadequate 
and rough to be really meaningful, much less scientifically estab- 
lished.17_ Agencies or companies with knowledge of objectives (in- 
cluding particular product-lines and types) may use a specific and 
more reliable figure than the 2-1 statistic proposed or, by using a value 
restricted, say, to a particular product line, avoid any reference to 
small or to national concerns, as the case may be. 

Our general sales-potential form used the basic statistic that $950.00 
worth of all kinds of paint, varnish, and lacquer are sold throughout 
the United States per hundred persons. Manifestly, an agency in a 
particular state may use a different statistic which considers the in- 
come, climate, population, rate of economic growth, and other factors 
appropriate to that state. We have already seen that trade sales in 
Florida are more than six times the industrial sales. Clearly a Florida 
group using our sales-potential form would have to employ a ratio 
quite different from the average for the U.S. ratio. Moreover, recogni- 
tion might be given here to forecasted industrial growth, particularly 
of paint-consuming industries. Our sales-potential form, we repeat, 
complies with location theory and the described characteristics of 
the industry. It focuses attention on the demand factor, though, to 
be sure, unique conditions of cost from place to place are not to be 
ignored. 


VY. The Paint Industry Potential of the South: A Case 
Example 

In estimating the sales potential of a region or state, adjust- 
ment must be made to account for regional or state differences in in- 


17. More information is needed, for instance, on areas with different popula- 
tion patterns from those of Virginia and Florida, to determine the effects of 
population agglomeration or dispersion on the area of markets and the division 
of sales by local small manufacturers between local and more distant markets. 
More information is needed on the Atlantic and Midwest regions in order to 
ascertain the influence of the great concentrations of paint production in New 
Jersey in the East and the great concentration in Illinois (including lesser con- 
centrations in Cleveland, Detroit, St. Louis, and Kansas City) on the division of 
sales between national and small local companies. 
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come and industry. Since we shall use 1954 census data here, and 
since our case-interest area, the South (defined here to include only 
the South Atlantic and East South Central States), had an income 
level at that time approximately 76 percent of the national average,*® 
we use $7.10 as our average sales potential per person. 

We ignore the national/small-concern ratio in this example, since 
we are not concerned with establishing the market potential for a 
particular type of firm. But we do not ignore the industrial complex 
of the region. Fortunately for simplicity in computation, the value 
added ratio of 1-5 for the South compared to the nation in selected 
paint-using industries!® and the population ratio of 1-5 (33 million 
persons in the defined area compared to 165 million persons in the U.S. 
at that time) are the same; thus the 3.1 to 2.1 U.S. ratio between 
household and industrial sales may hold true for the subject area. 
Because our selected industry- and population-ratios are identical, we 
are able to take sales potential per person, multiply by population, 
round the result to yield the sales potential in the South. Othcr results 
follow simply, and are recorded without further discussion in Table 2. 


Table 2. Sales Total and Potential in the South, 1954* 


Sales Total® Sales Potential Difference 


Trade Sales $105,000,000  $139,500,000 $34,500,000 
Industry Sales 64,000 ,000 94,500,000  30,5C0,000 
Total 169,000,000 234,000,000 ~—«65,000,,000 


* Figures of current production and sales by southern plants are rounded. 
8 Statistical Handbook (1957 ed.; Washington, D.C.), Table 12, p. 18. 


The use of average data would suggest that the sales potential 
and the actual dollars worth of sales should be closer, especially since 
there was such a high identity in the subject region and the nation at 
large in so far as concerns the selected paint-using industries’ output 
and the relative populations. How may we account for the discrep- 
ancy? 


(1) The most obvious culprit is the assumption inherent to our 


18. Estimated from U.S. Department of Commerce, U.S. Income and Output 
(Washington, D.C., 1958), Table II-9, p. 159. 

19. The industries used are Lumber and Wood Products, Fumiture and 
Fixtures, Fabricated Metal Products, Machinery (except electrical), and Electri- 
cal Machinery, with the relevant data having been derived from the U.S. Bureau 
of the Census, Census of Manufacturers (Washington, D.C., 1954), Parts I and II. 
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computation that sales per person may be proportional to income. In 
fact, it may be the case that the income elasticity of demand is much 
greater than one on sales of paint, varnish and lacquer. 

(2) Related to the above is the assumption that trade and industry 
sales-potentials are unaffected by types of housing and factories. But 
homes and factories in the South may tend to use less paint, given any 
population and income level. 

(3) Finally, and most notably, we must observe that the difference 
may reflect a state of underdevelopment of capacity in the region, and, 
related thereto, a rather high level of prices which via elastic demand 
encourages the use of substitutes. 


If explanations (1) or (2) do not hold, but rather (3) does, it is 
manifest that a “space island” exists in the South in the paint industry 
and that, in turn, we may anticipate a relatively large expansion of 
paint production as well as sales in the South in the years to come. 

To predict accurately the location potential of a given place, the 
general (average) information used here to develop our theme that 
demand is a vital factor in location economics” which not only should 
be considered in theory but may be applied in practice, could be modi- 
fied by the use of more specialized information.2!_ In any case, we 
suggest that the outline for determining the feasibility of a given site 
has been recorded, and assert that it complies with general economic 
theory by recognizing the importance of demand as well as cost in 
economic relations. Finally, we observe that industrial development 
commissions must devise systems which recognize and comply with 
demand and/or cost differences, as the case may be, if they are seek- 
ing to determine “the space-island potentials” that may prevail in their 
areas. 

20. In seeking to uncover the demand potential over a large region or area, 
such as the South, we are utilizing one side of the demand factor of location (let 
us call it the area demand factor of location). In many ways, this side of demand 
was included in Weber’s theory of location (see M. L. Greenhut, “Integrating 
the Leading Theories of Plant Location,’ Sou. Ec. Journ., XVIII, pp. 526-38) and. 
has been included in many empirical studies (e.g. see Airov, op. cit.). The other 
side of demand, namely the locational interdependence component, has most 
often been ignored in empirical as well as theoretical works in location economics;. 
this component, which we may call the site demand factor of location, relates. 
back to our effort to separate the sales potential of large and small firms, as de- 
scribed in Section IV. Its influence on plant location is especially manifest under 
the f.0.b. price system or some variant thereof (see Section IL). 

21. Specialized information could relate to type of construction in the area, 


the price practices that are followed, and other forces (as described in Sections: 
Ii and IV) which influence the type of sales and type of sellers. 
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The Elasticity of Substitution and 
Regional Estimates of Capital and 
Capital Ratios in American 
Manufacturing Industry, 1954-1958* 


By C. E. Ferguson 


I. Introduction 


Regional estimates of capital are very important and become 
progressively more important as the industrial classification becomes 
progressively more narrow. With periodic estimates at hand of cap- 
ital at the regional level, capital-value added ratios, capital-labor 
ratios, gross quasi-rents, and rates of capital accumulation may be 
readily estimated. The obvious significance of these magnitudes for 
analyses of intra- and interregional growth, output, and employment 
patterns obviates further comment. In this light it is somewhat sur- 
prising that there has been only one attempt to estimate capital stocks 
by regions; and that study was restricted to estimates for the Middle 
Atlantic, South Atlantic, and East South Central states. 

There are many ways of making regional capital estimates, but most 
of these are impracticable. For example, one might use the techniques 
of Creamer and Borenstein.2 It seems, however, that this method is 


* The study resulting in this publication was begun while the author held a 
grant from the Inter-Universities Committee for Economic Research on the South. 
Further work was done under a Ford Foundation Faculty Fellowship. Finally, 
computational and related expenses were met by funds from the Duke University 
Council on Research and from a Social Science Research Council Auxiliary Re- 
search Award. The usual caveat applies. 

1. Lowell E. Gallaway, “Regional Capital Estimates by Industry,” Southern 
Economic Journal, XXIX (July, 1962), 21-25. 

2. Daniel Creamer, Sergei Dobrovolsky, and Israel Borenstein, Capital in 
Manufacturing and Mining (Princeton: Princeton University Press, 1960). 
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doomed to failure because so many important corporations have plants 
located in more than one census region. Alternatively, the two-digit 
industry capital estimates of Creamer and Borenstein may be allocated 
among the census regions. There must be an infinite number of ways 
of doing this because any method of apportionment is necessarily arbi- 
trary. Nonetheless, the fact that all methods are arbitrary does not 
imply that some are not superior to others; this holds true even though 
the bases of selection are not themselves logically pure. 

For example, Gallaway made his regional allocations by means of 
the linearly homogeneous version of the Cobb-Douglas “production 
function.” Approximately the same method is adopted here to allo- 
cate the Creamer-Borenstein estimates among the nine census regions 
for each of the 20 two-digit American manufacturing industries, The 
procedure differs in detail from that of Gallaway; but the most crucial 
departure lies in our use of the ACMS production function.? In 
essence, this means that our estimates are based upon different sets of 
computed industry parameters. 

The theoretical structure and estimation method are developed in 
Section II. Section III presents the data sources and the basic statisti- 
cal results, while Section IV shows the associated estimates of the 
capital-value added ratios, the capital-labor ratios, and gross quasi- 
rents by region and industry. Section V presents various comparisons 
among the three Southern regions and between weighted Southern 
averages and the corresponding national averages. Finally, Section 
VI contains some concluding remarks. 


Il. Theoretical Framework 


A. Production Functions 

The notion of a production function is both old and impor- 
tant in economic literature. Most economists are well acquainted 
with functions such as 


(1) y = fa, M2, - ++ 4 Ka) 


where y is the physical quantity of output of a single commodity and 
the xs are the physical quantities of inputs. This equation, when 
given specific form, describes the processes and conditions of produc- 
tion. But of even greater interest, the isoquant map derived from (1) 
shows the various possibilities of substitution among inputs in produc- 

3. Kenneth Arrow, Hollis B. Chenery, Bagicha Minhas, and Robert M. Solow, 


“Capital-Labor Substitution and Economic Efficiency,” Review of Economics and 
Statistics, XLII (Aug., 1961), 225-50. 
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ing given quantities of the commodity. This is, of course, the heart 
of the matter; a production function is a catalogue of different input 
combinations that may be used to produce the same output. 

Production functions such as (1), and the related “transformation 
functions” for multi-product plants, also establish the basis of micro- 
economic distribution theory. The first partial derivatives of (1) are 
the marginal products of the inputs. Given the type of market in 
which the firm operates, almost every interesting characteristic of 
microeconomic functional distribution may be determined, including 
the change in relative input shares consequent to a change in relative 
input prices. Furthermore, if the market is perfectly competitive and 
if “unusual” restrictions are not placed on (1), the Clark-Wicksteed 
theorem obtains: in a position of long-run competitive equilibrium, 
rewarding each input according to its marginal product precisely ex- 
hausts the total product. One might also wish to add that the Clark- 
Wicksteed theorem holds for all acceptable forms of (1), only degener- 
ating into the trivial Euler’s theorem when (1) is linearly homoge- 
neous. 

Specific forms of (1) have been the subject of extensive statistical 
research. The results have generally been good, especially in agri- 
cultural studies. The limited scope of this production function, how- 
ever, limits also the scope of its interest and applicability. Thus we 
proceed to a higher level of generality and to types of production func- 
tions that are also familiar. For example, we may write 


(2) Qc= Qi (X1, Xo), (i= 1, 2) 


where the Q; represents the physical quantities of two broad classes of 
goods, and X; and Xz are the physical quantities of inputs of two 
generalized, homogeneous productive agents. 

Production functions such as those shown in equation (2) are not 
susceptible of empirical testing. Yet they are conceivable and con- 
ceptually important, for they establish the production side of our 
simplest general equilibrium models. The two equations show the 
possibilities both of factor substitution in producing one commodity 
and of intercommodity substitution in a fully employed economy. 
Equations such as (2) also establish the foundations of the neoclassical 
theory of aggregate (functional) distribution. Again, the partial 
derivatives are the marginal products, and competitive imputations 
exhaust the product when the economy attains a position of long-run 
equilibrium. Finally, (2) does not have to be given any special form; 
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the elasticity of substitution may be a constant or a variable and may 
take any non-negative value. 

In light of the economic significance of capital-labor substitution, 
we should ideally like to specialize (2) so as to obtain statistically 
testable equations of the form 


(3) Q=Q(C, L), 
or 


(4) Q=Qi(Cy Li), 


where Q is aggregate physical output, C is the physical quantity of 
capital, and L is the physical quantity of labor resources used. The 
subscript i in (4) restricts the function to apply (say) to an SIC two- 
digit industry. If data were available for either (3) or (4), the 
mathematical form of the function would not be constrained, except 
for the signs of the first and second partial derivatives. 

Unfortunately, it is not possible to obtain data on Q and C, Q, and 
C,. Consequently, there arises a question of great current interest. 
Can the variables in (3) and (4) be redefined and yet have the result- 
ing equations meet two criteria: (a) they must retain their character 
as a production function showing the possibilities of technical sub- 
stitution between capital and labor; and (b) they must be testable by 
means of available data. 

These considerations led to the modification of (3) and (4) to 


(5) V=F(K, L), 
and 


(6)V,= F,(K,, Li), 


where V is national income at factor cost and K is a dollar value of 
capital available (used?) in the economy. Correspondingly, V; is 
value added by an industry and K; is the dollar value of capital in 
that industry. 

The definitions of L and L; do not have to change because man- 
hour or man-year data are available. But there is one important change 
that must be made: (5) and (6) must be linearly homogeneous be- 
cause the accounting identity forces value added precisely to equal 
the compensation of employees and the property return. Or stated 
somewhat differently, the property return is, by definition, value added 
minus the compensation of employees. The product is exhausted (by 
definition) whether an equilibrium position is attained or not. 


408 C. E. Ferguson 


Perhaps the first attempt at statistical implementation of (6) was 
made by Cobb and Douglas,* and there have subsequently been 
many studies using the famous Cobb-Douglas function. Careful anal- 
ysis, however, has led many economists to reject the Cobb-Douglas 
equation as a production function.® In particular, Phelps-Brown made 
the following observations: (a) when fitted to time-series data, the 
Cobb-Douglas function can only describe the relations between the 
historical rates of growth of labor, capital, and product; the coeff- 
cients of the function do not measure marginal productivities; (b) 
when fitted to cross-section data, the coefficients do have an analytical 
meaning in that they show what the distributive shares will be; but 
in this case there is a simpler explanation involving the limited 
divergencies of labor earnings and profit returns from one industry to 
another; (c) in neither case is it a production function.® 

Among the objectionable features of the Cobb-Douglas function 
is the property that, whether in a linearly homogeneous form or not, 
the function implies constant relative factor shares. That is, an equa- 
tion of the form 


(7) V=AK*L, ~— a, b>0 


always yields an elasticity of substitution equal to unity (whether 
or nota-++b=1). To remedy this defect, while retaining the neces- 
sary linear homogeneity of the production function, ACMS developed 
a general class of functions characterized by a constant, but not neces- 
sarily unitary, elasticity of substitution. It is with this function that 
we are primarily concerned. 


B. The Elasticity of Substitution and the ACMS Function 
The production function proposed by ACMS is 


(8) V=y[6K-?+(1—8)L-?] ®, 


where V is value added in a two-digit industry; K is the Creamer- 
Borenstein estimate of fixed capital expressed in 1954 prices; L is 
man-years of employee time; and y , 6 , and p are constants that 


4,C. W. Cobb and P. H. Douglas, “A Theory of Production,” American Eco- 
nomic Review, Papers and Proceedings, XVIII (Mar., 1928). 

5. For example, see Horst Mendershausen, “On the Significance of Professor 
Douglas’ Production Function,” Econometrica, VI (Apr., 1938), 143-53; and E. H. 
Phelps-Brown, “The Meaning of the Fitted Cobb-Douglas Function,” Quarterly 
Journal of Economics, LXXI (Nov., 1957), 546-60. 

6. Op. cit., p. 551 and p. 556. 
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ACMS call the efficiency, distribution, and substitution parameters 
respectively. The semi-aggregate production function so postulated 
is linearly homogeneous in the two generalized inputs K and L; and it 
is characterized by a constant elasticity of substitution. 

It is this elasticity that is crucial because it provides the funda- 
mental parameter to be used in allocating fixed capital among the 
census regions. We might begin by recalling that the elasticity of 
substitution (¢) is, by definition, 

ce 


(9) 


Ce 

where s, the marginal rate of technical substitution, is the ratio of 
the marginal product of labor to that of capital. In equilibrium the 
marginal rate of technical substitution must equal the factor-price 
ratio. Hence for an equilibrium situation, the elasticity of substitu- 
tion is the proportional change in the capital-labor ratio resulting 
from a given proportional change in the factor-price ratio. 

For the ACMS function (8), the marginal products of labor and 
capital are, after simplifying, 

(10) MP,="0-= y(1— —s)L--sK-? +(1— 3) L-°\-5-! 
and 

8V 1 
(il) MPx=3¢= ySK-P-18K-P+-(1—8)L-9] 5. 


The ratio of the marginal products, or the marginal rate of technical 
substitution is, therefore, 


(12) aE = ; oS (R) p-1_(1- : oak? 


To obtain the elasticity of substitution, one must first obtain the 
derivative of s with respect to the capital-labor ratio: 


(13) ras GG) (£) 


L 


Inverting (13) yields the derivative of the capital-labor ratio with 
respect to the marginal rate of technical substitution: 
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(14) L ; 
" 4) “ara (5) 


Finally multiplying (14) by the ratio of the marginal rate of technical 
substitution to the capital-labor ratio, 


(15) (1-65) (=) a s 


(16) “Geman = 
oi 5 


Since p is a constant by assumption, the elasticity of substitution 
must be a constant also. 

A statistical model for estimating the elasticity of substitution 
cannot be derived directly from (16). As a matter of fact, we must 
take a rather circuitous route to find it. First, observe that by factor- 
ing L from the right-hand side of (8) and dividing both sides by L, 


we may write’ 
K\-? 1 
(17) v= w(Z) +(1—-8)] p> 


where v = Vis value added per man-year. 


L 


Next, raise both sides of (17) to the p-th power and transfer y 
from the right-hand to the left-hand side: 


(18) PP =[0(F) ee 


Assuming that the functional distribution of income is governed by 
marginal productivity, the product wage rate (w) is precisely the 
marginal product of labor as given in equation (10): 


7. Note that in factoring L from the right-hand side of (8), we are in fact 
removing L ~? from the bracketed expression. But since this expression is raised 


1 p 
to the —} power, we have 17°(-3) =[P=L when it is removed. 
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(19) w= = (1a e-eK-0 4 (1a) Ley a 


éL 
- Es 
=10-a10(F) +a-ae" 
Substituting (17) in (19), one obtains 
-p 
Q0)  wev—ae(F)  +0-a" 


Then substituting (18) in (20) yields 


(21) w= y-P(1—5) yr? 
or by transforming, 
(22) pt P(1—3) wy. 


Taking the ina of (22), we obtain 


(23) log v= —— log [yP(1—8)-!] + ——log w. 


i- em 
The first expression on the right-hand side of (23) is the product of 
two constants since p, y, and 8 are themselves constants. The second 
term is a constant multiplied by the product wage rate. Thus (23) 
is linear in the logarithms of v and w. 

Since data covering value added per man-year and average wages 
per man-year are readily available for two-digit industries, one may 
estimate the parameters of (23) from its statistical counterpart: 


(24) y=a+br+u, 


where y = log v, x = log w, u is the error term, and a = loglye(1—8) | 


and b = a are parameters to be estimated by the least-squares 
Pp 


a (24) is a statistical model for estimating 


the elasticity of substitution between labor and capital.® 


8. It is clear that in equations (19)-(23), w is the product wage rate. How- 
ever, in estimating the parameters of (24), the regional average annual money 
wage was used because regional value-added price indexes are simply not avail- 
able. Therefore, the estimates of a@ in (24) are not accurate; but this is not 
material since the intercept is not used in further calculation. A more important 
matter is the necessary assumption that the value-added price for a two-digit 


regression. Since ¢ = 
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C. Regional Capital Estimates 


In order to apportion fixed capital among the census regions 
by means of (8), it is necessary to obtain numerical values for the 
parameters 9, y, and 8. The regression estimate of the elasticity of 
substitution is crucial. Assuming that b is a valid representation of 


c, one can obtain an estimate of p= 1 for each industry. A 
knowledge of p enables one to make industry estimates of the other 
parameters and ultimately to allocate fixed capital among the census 
regions.® 

Let r represent the rate of gross quasi-rent. From (8), (10), (11), 
and the marginal productivity assumption, 


wh _ (8V 7)\ - 8V x _ 1-6 p 
a) Fe=( ac oer ra (7) ; 
Values of V and wlL are readily available for each industry and each 
region. From the accounting identity 


(26) V=vuL+rkK, 


one may obtain an industry value of rK. Furthermore, using the 


Creamer-Borenstein estimate of fixed capital by industry, K ig known. 
L 


Finally, using the industry estimate of p based on regression (24), 
(25) may be solved for an industry value of 8: 


(27) =“ 


Since the right-hand side of (27) is a constant, the solution for 3 is 
simple. 
Let us now turn to y, whose estimation presents one with an 


industry is the same in every region. Under this assumption, using money wage 
rates only affects the intercept estimate. If value-added prices differ regionally, 
however, the slope estimate will be somewhat distorted. 

9. There is a difficult problem associated with the estimation procedure in 
equations (25)-—(33). If each region is regarded as operating on the same ACMS 
production function, the existence of regional differences in the wage rate implies 
that the regions are operating at points on the function that are not simply scale 
multiples of one another (i.e., all points do not lie on a ray from the origin). 
Thus the aggregates of V, K, and L for all regions will yield a point that is not on 
the function. Yet the estimation procedure must assume that it does; hence an 
aggregation bias is introduced in the estimates in equations (25), (32), and (33). 
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embarrassment of riches. Other things being equal, since y is an 
“efficiency” parameter, it would be desirable to let it vary among 
regions within each industry. To this end, consider (8) a regional 
production function for a stipulated two-digit industry. Solving (18) 
for the capital-labor ratio, one obtains 


From the distribution equation (25), 
—p _(1—4\ rK ; 
ve (ry? -(S) i 


K\~-p 
Eliminating (=) from (28) and (29), one may solve for y in terms 


of known magnitudes: 


(30) v=9[ a-9 2 | a 


Since v, V, and wL change from one census region to another, so will 
the estimates of y. 

Regional values of ~ were estimated for a few industries and fixed 
capital allocated accordingly. However, in these cases, the “efficiency” 
parameter was too efficient; nonsense results were obtained.’? In all 
cases the bulk of industrial fixed capital was allocated to regions 
other than those representing the American industrial heartland, name- 
ly the Middle Atlantic and East North Central regions. For example, 
the values of y obtained from (30) being used, the East South 
Central region was found to have a larger volume of fixed capital in 
the Primary Metals industry than the East North Central region. 
Since this type of result is untenable, we proceeded under the as- 
sumption that all three parameters are identical among the nine 
regions (although, of course, they vary from one industry to 
another ).14 

From (23) and the statistical estimate of a in (24), one could 
estimate y by 

10. These nonsense rcsults may very well be attributable to the aggregation 
bias noted in footmote 9 above. 

11. ACMS tested and rejected the hypothesis that all three parameters are 
identical for different nations. Op. cit., p. 235. While the assumption of con- 


stancy is undesirable, it would seem to be less objectionable when applied to 
regions within an economy than when applied to different economies. 
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1 
(31) v=[a-acao +e) | * 


However, using (31) simply reinforces the errors of estimation al- 
ready contained in p and 8. Therefore, we used an industry value of 
+ obtained by a straightforward solution of (8): 


(32) y= V[sK-P+(1—p)L-?] P 


Thus in our estimates, _ actually functions as a parameter to deflate 
V uniformly rather than as a parameter to indicate relative efficiency. 

With the industry estimates of p, 5, and y from equations (24), 
(25), and (32), respectively, one may immediately proceed to region- 
al capital estimates. Letting the first subscript represent the industry 
and the second subscript the region, it follows from (8) that 


(33) Ki;= |) = bila ty 


fori= 20, 21,...,39andj=NE, MA,...,P. 


Hil. Statistical Results 
A. Data and Sources 


Regional allocation of fixed capital by means of (33) requires 
regional and industry totals for the following: value added, compen- 
sation of employees, and number of employees. All these data were 
obtained from the Census of Manufactures for 1954 and 1958. In 
addition to the Census data, however, one must use the Creamer- 
Borenstein estimates of fixed capital by industry in order to estimate 
8 and y. To this end, the Creamer-Borenstein estimates for 1953 in 
1929 prices!” were first expressed in 1954 prices by using the National 
Income Division’s implicit price deflator for producers’ durable 
goods.1* Net investment per industry in 1954 was added to these 
figures to obtain an estimate of fixed capital by industry in 1954 
(end-year figures). 

The data adjustments involved in obtaining net investment should 
be noted, inasmuch as the procedure was applied to the years 1955- 
58, as well as to 1954. Gross investment in plant and equipment by 
12. Op. cit., pp. 270-72. 


13. Department of Commerce, U.S. Income and Output, Table VII-2, pp, 220— 
21. 
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two-digit industry is available for each year either from the Census 
of Manufactures or from the Annual Survey of Manufactures. De- 
preciation by two-digit industry for the corporate sector is available 
from National Income Division data.4¢ Non-corporate depreciation, 
however, is given only for the manufacturing sector as a whole.}5 
The method suggested by Gallaway was used to allocate non- 
corporate depreciation among the twenty industries.® Assuming that 
the ratio of non-corporate to corporate depreciation is identical to 
the ratio of non-corporate to corporate value added," non-corporate 
depreciation by industry may be estimated by the following formula: 


SD - 
34 Diet Fees sees hei 
a) ‘ 3 V? ee Vy Dj, 
ix200— VG D; 


where D, and V, represent depreciation and value added in the i-th 
industry and the n and c superscripts designate non-corporate and 
corporate sectors respectively. Equation (34) shows non-corporate 
depreciation as the same fraction of corporate depreciation as non- 
corporate value added is of corporate value added. The expression in 
brackets is a correction factor required to make 2D," = D*. 

The accumulation of fixed capital on an industry, but not a region- 
al, basis from 1954 to 1958 was accomplished in the following manner. 
Fixed capital in 1955 equals fixed capital in 1954 expressed in 1955 
prices?® plus net investment in 1955. Estimates for 1956, 1957, and 
1958 were obtained serially in the same way. 

To obtain regional estimates of total capital-value added and total 
capital-labor ratios, as well as gross quasi-rent, it is necessary to allo- 
cate working capital among the census regions. This could have been 
done by using total industry capital in estimating 3 and y. Equation 
(33) would then have allocated total capital. This method seemed 
undesirable, however, because the regression estimates of p and the 
regional allocations are based upon values added rather than upon 
values of shipments. The inter-business payments subtracted from 

14. Ibid., Table VI-18, p. 216; and July issues of Survey of Current Business. 

15. Ibid., Table VI-19, p. 217; and July issues of Survey of Current Business. 

16. Op. cit., p. 25. 

17. Corporate and non-corporate value added by industry is obtainable from 
the Census of Manufactures and from the Annual Survey volumes. 


18. The implicit price deflator for producers durable equipment was used in 
each year. 
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the value of shipments to obtain value added represent a substantial 
portion of the working capital of a firm. Furthermore, another im- 
portant item, inventory, does not enter the calculations. Hence (33) 
was used to allocate fixed capital only, while working capital was 
allocated on a share basis. 

In particular, the Creamer-Borenstein estimates of working capital 
in 1953 at 1929 prices were expressed in 1954 prices, using the implicit 
price deflator for (all) durable goods.!® It was then assumed that 
working capital increases annually pari passu with fixed capital. That 
is, working capital per industry was augmented each year by an 
amount such that the 1953 fixed capital-working capital ratio, ex- 
pressed in 1954 prices, remained constant. This is admittedly a rough 
estimation technique. However, Creamer and Borenstein found that 
the fixed capital-output and the working capital-output ratios moved 
together very closely, changing only five percent in nineteen years.” 
Thus over a relatively short span of time this assumption probably 
does not seriously distort reality. 

Finally, the regional allocation of working capital was accom- 
plished in a simple way. Since the data do reflect one significant use 
of working capital, the classical “advances to workers,” it was assumed 
that working capital per region bears the same ratio to total working 
capital as compensation of employees per region bears to total com- 
pensation of employees. Using obvious notation: 


W B)3; W 
(35) Ky = G08 . 

Table 1 contains the 1954 and 1958 current-dollar estimates of 
fixed, working, and total capital by industry, obtained from the 
Creamer-Borenstein 1953 estimates by the procedures just described. 
The regional allocations are subsequently shown in Table 3. 


B. The Elasticity of Substitution 


The elasticity of substitution was estimated by means of re- 
gression (24) for the 20 two-digit industries for 1954 and 1958. That 
is, using data from the (usually) nine census regions as observations, 
least-squares estimates of b were obtained. These estimates, together 
with their associated correlation coefficients and levels of significance, 
are shown in Table 2. 

A few words of explanation are necessary before the results are 


19. U.S. Income and Output, Table VII-7, p. 225. 
20. Op. cit., p. 91. 


Table 1. Fixed, Working, and Total Capital, by Industry, in Millions of Current Dollars, 1954 and 


1958* 
1954 1958 
Industry* KF Kw K KF Kw K 

20—Food & Related Products $7 , 998 $11,820 $19,818 $10,045 $14 ,846 $24 ,891 
21—Tobacco 218 ,051 3,269 319 4,460 4,779 
22—Textile Products 3,860 5,396 9 , 256 4,378 6,121 10,499 
23—Apparel & Related Products 633 3,914 4,547 789 5,374 6,163 
24—Lumber & Lumber Products 2,551 1,593 4,144 3,193 1,994 5,187 
25—Furniture & Fixtures 588 1,158 1,746 789 1.553 2,342 
26—Pulp, Paper, & Allied Products 3,939 2,091 6,030 6,178 3,280 9 458 
27—Printing & Publishing 2,317 2,491 4,808 3,190 3,430 6,620 
28—Chemicals 10,833 6,951 17 ,784 13,396 8,595 21,991 
29—Petroleum & Coal 14,672 7,557 22 ,229 14,819 7,633 22 452 
30—Rubber & Rubber Products 916 1,847 2,763 1,155 2,328 3,483 
31—Leather & Leather Goods 288 1,182 1,420 340 1,337 1,677 
32—Stone, Clay & Glass 2,633 2,196 4 829 4,289 3,576 7,865 
33—Primary Metals 11,141 5,878 17,019 14,943 7,884 22 ,827 
34—Fabricated Metals Products 3,340 4,871 8,211 4,589 6 ,693 11,282 
35—Machinery, ex. Elec. 5,593 9,375 14,968 6,951 11,652 18,603 
36—Electrical Machinery 2,794 6,966 9,760 3,510 8,752 12,262 
37—Transportation Equipment 7,591 9,807 17 ,398 9,860 12,738 22,598 
38—Instruments 855 1,754 2,609 1,008 2,069 3,077 
39— Miscellaneous 3,291 2,627 5,918 4,086 3,261 7,347 


* Source: Computed from Creamer and Borenstein, op. cit., pp. 270-72. 
8 All subsequent tables show industry by numerical designation only. 
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Table 2. Elasticity of Substitution, Correlation Coefficients, and Significance, by Industry, 1954 
and 1958 


1954 1958 
Signifi- Inter- Signifi- Signifi- Inter- Signifi- 
Industry ¢=b cance® —-val> r cance? ¢=b  cance* val? r cance? 

20 0.82 .001 >0 74 02 0.88 001 >0 87 01 
21 2.27 .02 >1 73 05 3.08 001 >I 96 001 
22 1.24 .02 >1 .94 001 1.67 02 >0 55 

23 1.02 .001 >0 .99 001 1.14 05 >1 99 001 
24 1.06 .05 >1 .99 001 1.05 001 >0 99 001 
25 1.04 .001 >0 .97 001 0.91 001 >0 98 001 
26 1.10 ears se .30 2.72 05 >1 85 01 
27 1.01 .001 >0 .90 01 0.93 001 >0 90 001 
28 0.90 .10 >0 34 2.11 001 >0 72 05 
29 1.464 05 >0 41 { 33% 

380 1.55* ~=.05 >0 46 1.28 05 >0 44 

31 1.04 .001 >0 86 01 0.87 001 >0 80 01 
32 0.70 .02 >0 48 0.61 05 >0 44 

33 1.20 10 >0 34 1.37 02 >0 51 

34 0.65 01 O<b<1_ .76 02 1.05 001 >0 85 01 
35 1.25 .001 >0 78 02 0.63 01 >0 68 05 
36 0.89 .001 >0 75 02 0.268 sit 27 

37 0.81 .05 >0 34 1.40 001 >0 73 05 
38 1.21 .001 >0 78 02 0.355 3s 33 

39 1.41 001 >1 96 001 0.29 29 


8 One-tail test, significance given if P< .10. 

>“ 0” means statistically different from zero but not from one. “> 1” means statistically significant and_ significantly 
greater than unity. “O< b< 1” means statistically significant and significantly different from both zero and one. 

¢ Two-tail test, significance given if P < .10. 

4 Omitting ESC. 

e Omitting WNC. 

fA positive regression coefficient could not be obtained. Therefore, the presumption is that the industry is characterized by 
fixed-proportions production. 

& Omitting ESC. 

h Omitting SA. 
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summarized, By its very definition, the elasticity of substitution is 
non-negative; however, statistical estimates of it may be less than 
zero. In the first place, b may be negative because the data do not 
conform suitably to the theoretical model. Secondly, if the theoretical 
model is suitable but the elasticity of substitution is in fact zero or 
thereabout, a negative estimate may be the result of statistical error 
(ie, a random sample from a population in which b = 0 would yield 
a negative b of value x with probability y). In our original regres- 
sions, five b’s were negative, those for Industries 29 and 30 in 1954 
and for Industries 29, 36, and 38 in 1958. In all but one case, Industry 
29 in 1958, a positive value of b was obtained by omitting one region 
from the regression. This was done, with the results shown in Table 2. 

In the exceptional case, however, a positive value of b could not 
be obtained. The negative b itself was very small in absolute value, 
so it was assumed that b= 0. Zero elasticity of substitution implies 
a fixed-proportions production function. That this situation is not in- 
compatible with the ACMS function may be seen by noting that 
b=0 implies p>. Substituting the latter expression in (8) yields 
a fixed-proportions function. Furthermore, substituting p= © in 
(29), one finds that = 1. Finally, using these two values in (32), 
the estimate of y is simply 


Vv 
(36) =z 
From (33) it follows that when b = 0, 
(37) aoe 
vs 


Fixed capital for Industry 29 in 1958 was allocated on the basis of 
(37). 

Another preliminary point concerns the column labelled “Interval.” 
Suppose a particular value of b is such that one accepts both the 
alternative hypotheses that b > 0 and b <1. This situation is indi- 
cated by the expression “O << b <1,” and such an industry is said 
to be “inelastic” in the sense that its elasticity of substitution is less 
that unity. On the other hand, if one accepts the alternative hypoth- 
esis b > 1, the corresponding entry is “b > 1.” Such an industry is 
“elastic.” Finally, if one rejects the null hypothesis b = 0 but cannot 
reject the hypothesis b = 1, the entry is “b > 0.” 

The expression “b > 0” therefore means that the elasticity of substi- 
tution is not statistically different from unity. However, “b > 0” may 
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occur either because the true value of b is very close to unity or 
because sy (the standard error of the regression coefficient) is relative- 
ly large. The latter is very likely when the number of observations 
is small, as is unavoidably true in this study. There were many cases 
in which b was substantially different from unity but in which s, was 
so large that there was not a statistically significant difference. As 
extreme examples, “b > 0” was as low as 0.70 in one industry and as 
high as 2.11 in another. We should certainly not be tempted to infer 
unitary elasticity of substitution in either of these industries; nor 
should we be so tempted in several other industries for which 
“b > 0” was found. 

Let us turn now to Table 2. Despite the meager number of 
observations, the statistical results are rather good. The correlation 
coefficient (7) was significant in thirteen of twenty industries in 1954 
and in twelve industries in 1958. The regression coefficients were 
even more significant. Only one b was not statistically significant in 
1954, while four failed the significance test in 1958. 

The regression coefficient, our estimate of the elasticity of sub- 
stitution, ranged quite widely in value, from the assumed absolute 
inelasticity in Industry 29 in 1958 to 3.08 in Industry 21 in 1958. Six 
industries appeared to be inelastic in 1954, although only one of these 
was statistically inelastic (0 <b <1). On the other hand, nine indus- 
tries seemed to be elastic, and four of the b’s were significantly greater 
than one. In total, fourteen of the 20 industries failed to yield 
elasticity coefficients that were statistically different from unity. How- 
ever, fifteen coefficients were appreciably different from unity, a fact 
of economic, if not statistical, significance. 

In 1958 only three coefficients were statistically greater than unity, 
and none was statistically inelastic. However, eight industries had 
coefficients that were less than one, while another eight had coeffi- 
cients that were substantially greater than unity. Thus, especially 
in light of the remarks in the penultimate paragraph, it seems reason- 
able to conclude that the ACMS production function provides a more 
suitable theoretical model than does the unit-elastic Cobb-Douglas 
function. 


C. Comparison with Other Studies 


There have been three other studies reporting elasticities of 
substitution based upon the ACMS function. The first of these was 


The Elasticity of Substitution 421 


by Jora Minasian.*4 He correlated the wage share with the wage 
rate; however, the regression coefficient (with sign changed) is the 
elasticity of substitution. Using states as the units of observation, 
Minasian found elasticities for fourteen two-digit industries for 1957. 
Considering the different period and the different units of observa- 
tion, his results are amazingly close to my 1958 estimates. Only in 
the Electrical Machinery industry is there a material difference, and 
this is probably attributable to my truncated regression. The levels 
of significance that Minasian obtained, however, are much lower than 
the levels shown in Table 2. Some reasons for this are given below. 

The ACMS study contained estimates for twenty-four ISIC three- 
digit industries for 1954.23 Using nations as the units of observation, 
ACMS obtained highly significant results, the least correlation coef- 
ficient being approximately 0.80. In all but one industry the regres- 
sion coefficient was less than unity, and in sixteen of the twenty-four 
cases, it was significantly less. These results are in sharp contrast to 
mine, for as one may see in Table 2, well over half of the b’s are 
greater than unity. 

Finally, I obtained elasticity coefficients for 129 cases representing 
61 four-digit industries in 11 two-digit groups covering the census 
years 1947, 1954, and 1958.24 I used both regions and states as units 
of observation. The use of regions gave more significant results, 
but, even then, the levels of significance were generally less than 
those shown here. In particular, 30 percent of the b’s and 50 percent 
of the r’s were not significant (P=0.10). On the other hand, the 
significant b’s depicted elasticity and inelasticity more clearly. Twen- 
ty-two percent of the significant b’s indicated elastic industries and 
19 percent inelastic ones. As would be expected, however, the group- 
ing pattern by two-digit classification showed elasticity (inelasticity ) 
in the same industries as do the coefficients in Table 2. 

An overall comparison of results points out a general weakness of 
the ACMS function. The more homogeneous the units of observa- 
tion and the industries studied, the poorer are the statistical results. 
Two-digit regressions are more significant than four-digit regressions, 

21. Jora R. Minasian, “Elasticities of Substitution and Constant-Output De- 


mand Curves for Labor,” Journal of Political Economy, LXIX (June, 1961), 261- 


70. 

22. Ibid., p. 267. 

23. Op. cit., p. 227. 

24. C. E. Ferguson, “Cross-Section Production Functions and the Elasticity of 
Substitution in American Manufacturing Industry,” Review of Economics and 
Statistics, August, 1963. 


422 


C. E. Ferguson 


Table 3. Fixed, Working, and Total Capital, by Industry 
and by Region, in Millions of Current Dollars, 1954 and 1958 


New ENGLAND 


1954 1958 
Industry KF KW K KF KW K 
20 $275.3 $570.7 $846.0 $370.8 $697.8  $1068.6 
218 0.6 23.9 24.5 0.8 34.3 35.1 
22 841.9 993.1 1835.0 557.9 936.5 1494.4 
23 43.9 277.4 321.3 53.3 393.9 447.2 
24 67.7 79.9 147.6 107.3 99.1 206.4 
25 29.4 67.0 96.4 37.0 83.2 120.2 
26 376.2 265.9 642.1 629.8 416.2 1046.0 
27 116.6 170.9 287 .5 180.2 234.6 414.8 
28 422.0 250.4 672.4 378.1 316.3 694.4 
29 149.0 111.9 260.9 149.8 93.1 242.9 
30° 139.7 313.8 453.5 159.2 378.8 538 .0 
31 73.5 354.2 427.7 96.2 430.4 526.6 
32 94.4 108.0 202.4 155.7 173.8 329.5 
33 456.9 275.5 732.4 526.4 384.7 911.1 
34 239.4 409.0 648 .4 320.4 562.9 883.3 
35 523.6 1020.7 1544.3 588 .9 1221.1 1810.0 
36 311.9 806.9 1118.8 339.6 847.2 1186.8 
37 322.7 506.1 828.8 486.4 784.7 1271.1 
388 87.4 209.5 296.9 125.2 263.6 388.8 
39¢ 417.8 411.9 829.7 556.3 426.9 983.2 
MIppLE ATLANTIC 
20 $1779.5 $2485.0 $4264.5 $2124.5 $3006.3 $5130.8 
218 18.8 623.4 642.2 17.7 681.5 699.2 
22 1406.7 1098. 8 2705.5 970.1 1348.5 2318.6 
23 388.5 2189.7 2578 .2 484.5 2832.7 3317.2 
24 115.2 96.1 211.3 223.4 124.6 348 .0 
25 138.6 248 .7 387.3 179.5 327.8 507.3 
26 748.6 501.7 1250.3 1236.4 758.0 1994.4 
27 963.2 834.4 1797.6 1291.7 1131.9 2423 .6 
28 1126.6 1858.1 2979.7 3586 .0 2323 .2 5909.2 
29 2416.7 1695.7 4112.4 1798.1 1322.8 3120.9 
30° 133.6 269 .3 402.9 185.2 431.8 617.0 
31 71.1 331.3 402.4 85.9 394.7 480.6 
32 687.9 627 .2 1315.1 930.5 914.4 1844.9 
33 2866.8 1813.5 4680.3 3780.3 2384.1 6164.4 
34 803 .6 1201.6 2005.2 1077.1 1615.0 2692.1 
35 1212.3 2045 .6 3257.9 1442.5 2656.7 4099 .2 
36 1044.9 2467.2 3512.1 1033.8 2712.2 3746.0 | 
37 1208.3 1543.7 2752.0 1300.3 1723.5 3023 .8 
384 454.3 902.3 1256.6 485.2 1015.8 1501.0 
39¢ 1159.8 933 .7 2093.5 1176.9 935.6 2112.5 
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East Nortua CEntTRAL 


5187.9 
162.1 
524.7 
450.4 
419.7 
614.5 

1502.5 

1340.8 

§121.5 

5364.0 

1171.2 
267 .2 

1474.4 

7108.7 
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Table 3. (continued) 


Soutu ATLANTIC 


1954 1958 
Industry KF KW K KF Kw K 
20 615.7 1086.4 1702.1 829.8 1432.6 2262.4 
218 147.1 1770.7 1917.8 230.5 2809.4 3039.9 
22 943.2 2333 .4 3276.6 2291.1 2958 .3 5249.4 
23 37.9 358.3 396.2 64.5 577.7 642.2 
24 141.0 221.5 362.5 166.0 278 .0 444.0 
25 66.8 185.2 252.0 113.7 286.1 399.8 
26 624.3 235 .7 860.0 975.3 403.1 1378.4 
27 126.3 171.2 297.5 195.1 262.0 457.1 
28 1729.2 1103.8 2833 .0 1926.2 1389.2 3315.2 
29 445.2 231.9 677.1 485.4 180.9 666.3 
30° 30.3 65.8 96.1 43.0 101.0 144.0 
31 9.2 45.1 54.3 10.5 54.8 65.3 
32 213.6 232.3 445.9 401.8 409.8 811.6 
33 883.6 337.3 1220.9 1286.6 529.8 1816.4 
34 154.2 221.9 376.1 203.1 350.0 553.7 
35 75.5 204.0 279.5 170.6 325.6 495.7 
36 83.8 227.2 311.0 173.1 389.5 562.6 
37 433.7 535.0 968.7 527.7 794.9 1322.6 
384 6.4 25.7 32.1 41.5 37.0 78.5 
39e 83.6 90.1 173.7 249.3 188.5 437.8 
East Souta CenTRAL 
20 371.9 501.4 873.3 473.7 685.9 1159.6 
215 43.8 440.4 484 .2 61.38 703.8 765.2 
22 212.5 386.1 598 .6 218.1 457.9 676.0 
23 17.5 193.5 211.0 29.7 352.0 381.7 
24 94.8 128.3 223.1 97.3 162.1 259.4 
25 16.1 56.0 71.1 32.2 88.7 120.9 
26 208.6 97.2 305.8 383.8 167.9 551.7 
27 48 .0 65.3 113.3 71.2 96.0 167.2 
28 888.5 589.2 1477.7 957.5 719.4 1676.9 
29 653.0 164.5 817.5 275.5 94.6 370.1 
30° 101.2 87.4 188.6 95.2 91.0 186.2 
31 14.5 37.4 51.9 20.1 51.9 72.0 
32 95.2 83.7 178.9 191.2 156.6 347.8 
33 559.3 271.1 830.4 1006.1 407.6 1413.7 
34 110.0 163.6 273.6 145.2 240.9 386.1 
35 92.4 163.1 255 .5 133.3 209.7 343 .0 
36 38.7 97.6 136.3 143.1 244.2 387.3 
37 70.1 126.3 196.4 117.8 273.9 391.7 
384 5.6 18.5 24.1 7.5 18.4 25.9 
39° 42.9 49.0 91.9 63.2 50.2 113.4 
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Table 3. (continued) 


West Sours CenTrau 


1954 1958 

Industry KF KW K KF Kw K 
20 494.7 770.3 1265.0 621.1 1003.6 1624.7 
218 0.4 25.1 25. 0.7 36.6 37.3 
22 36.8 64.9 101.7 34.3 66.1 100.4 
23 11.4 108.9 119.3 19.1 189.2 208 .3 
24 85.4 119.2 204.6 116.3 150.1 266.4 
25 19.2 49.3 68.5 29.7 72.8 102.5 
26 267.3 115.4 382.7 469.0 196.5 665.5 
27 74.9 93.6 168.5 108.5 136.5 245.0 
28 1619.9 591.1 2211.0 1778.9 792.4 2571.3 
29 4421.9 2302.7 6724.6 5424.1 2836 .5 8260.6 
30° 50.9 28.1 79.0 57.6 48 .0 105.6 
31 3.3 16.7 20.0 4.8 20.9 25.7 
32 190.6 108.9 299.5 328.1 217.1 545 .2 
33 406.5 166.1 572.6 725.8 226.3 952.1 
34 91.7 142.3 234.0 173.1 267.1 440.2 
35 215.9 267 .2 483.1 299.5 406.7 706.2 
36 22.6 50.5 73.1 48.5 108.5 157.0 
37 168.3 419.3 587.6 401.0 656.0 1057 .0 
389 9.6 15.0 24.6 23.8 37.4 61.2 
39° 74.5 70.2 144.7 81.9 45.6 127.5 

MovunrtTAIN 

a 175.5 301.8 477.3 262.1 412.7 674.8 

a ‘ical ‘scene ‘een <a sansa pacers 
22> 1.0 2.0 3.0 0.9 1.8 2.7 
23 1.3 12.5 13.8 2.8 23.1 25.9 
24 162.6 84.4 247.0 171.8 112.3 284.1 
25 3.1 6.6 9.7 6.9 14.0 20.9 
26 19.0 6.1 25.1 69.3 15.4 84.7 
27 31.5 40.2 71.7 51.1 62.1 113.2 
28 194.9 137.7 332.6 136.4 98.0 234.4 
ae 662.5 242.2 904.7 606.5 255.7 862.2 
31 10.1 9.6 19.7 8.0 11.4 19.4 
32 63.5 35.8 99.3 126.4 85.1 211.5 
33 362.0 136.0 498.0 509.1 213.7 722.8 
34 16.8 31.2 48.0 36.6 63.6 100.2 
35 20.6 41.5 62.1 64.6 99.0 163.6 
36 1.7 6.5 8.2 15.0 42.0 57.0 
37 20.6 42.6 63.2 96.8 85.3 182.1 

384 1.4 4.5 5.9 —_— —_ —_ 
39° _ _ _ 99.1 131.4 230.5 
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Table 3. (continued) 


PaciFic 
1954 1958 
Industry KF KY K K* KW K 

20 1164.4 1467.5 2631.9 1513.9 :1916.6 ~—- 340.5 
21s 0.2 12.0 12.2 .02 1.3 1. 

22» 86.0 57.5 143.5 61.8 71.6 133.4 
23 46.8 223.1 269.9 57.8 312.2 370.0 
24 1566.2 622.9 2189.1 1831.6 769.5 2601.1 
25 66.6 104.4 171.0 86.5 170.4 256.9 
26 495.8 179.6 675.4 854.7 296.5 1151.2 
27 166.6 210.5 377.1 285.0 321.4 606.4 
28 653.1 439.8 1092.9 862.5 584.4 1446.9 
29 1737.7 753.3 2491.0 2069.1 956.4 3025.5 
30° 93.4 174.0 267 .4 134.1 212.6 346.7 
31 9.4 26.4 35.8 8.9 28 .2 37.1 
32 261.8 180.2 442.0 495.2 346.9 842.1 
33 774.2 292.1 1066.3 1104.8 445.5 1550.3 
34 317.0 419.1 736.1 550.2 660.6 1210.8 
35 313.0 488.4 801.4 421.7 813.3 1235.0 
36 161 409.0 570.5 286 767.6 1054.4 
37 1194.4 1889.9 3084.3 1916.8 2967.9 4884.7 
384 51.4 95.9 147.3 68.0 146.7 214.7 
39° 345.4 233.3 578.7 907.3 739.3 1646.6 


8 Data for ENC and WNC combined; figures for ENC apply to the two areas 
collectively. The same applies to M and P. 

b Data for ENC and WNC combined in 1958; figures for ENC apply to the 
two areas collectively in that year. 

¢ Data for M and P combined; figures for P apply to the two areas collectively. 

4 Data for M and P combined in 1958; figures for P apply to the two areas 
collectively in that year. 

€ Data for ENC and WNC, M and P combined in 1954; figures for ENC and 
P apply to the areas collectively in that year. 


and the regressions become progressively better as the units of 
observation change from states to regions to nations. This fact may 
be explained by economic, as well as statistical, arguments.?° 


D. Regional Capital Estimates 


With the methods described above, the current dollar values 
of capital for each industry were allocated among the nine census 
regions for the years 1954 and 1958. The results are shown in Table 
3, where K", K¥, and K denote fixed capital, working capital, and 
total capital, respectively. The estimates contained in Table 3 were 


25. See ibid. 
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Table 4. Estimated Average Annual Growth Rates of 
Capital, by Industry and Region, 1954-58 (in Percentages) 


Region 
Indus- 
try US NE MA ENC WNC SA ESC WSC M P 
20° 6.4 6.6 5.1 5.2 6.9 8.23 8.2 7.1 10.3 7.6 
21° 11.6 10.8 2.2 6.0... 14.6 14.5 11.6 ... —22.3 
22> 3.4 —4.6 —-3.6 -—2.8 ... 15.1 3.2 —0.3 -—2.5 —-1.8 
23 8.9 9.8 7.2 6.1 38.2 15.5 20.2 18.7 21.9 9.3 
24 6.38 10.0 16.2 8.9 12.6 5.6 4.1 7.6 3.8 4.7 
25 8.5 6.2 7.8 4.8 2.0 14.7 17.5 12.4 28.9 12.6 
26 14.2 15.2 14.9 9.38 9.1 15.1 20.1 18.5 59.4 17.6 
27 9.4 11.1 8.7 7.1 8.4 138.4 11.9 11.4 14.5 15.2 
28 6.9 0.8 24.6 -—0.7 2.6 4.3 3.4 4.1 —7.4 8.1 
29 0.8 -1.7 -6.3 -—3.4 11.2 -0.4 -—13.7 5.7 —1.2 5.4 
30° 5.6 4.7 13.3 5.0 8.8 12.5 —0.3 (ar 7.4 
31 4.5 5.8 4.9 2.3 3.1 5.1 9.7 7.1 —0.4 0.9 
32 15.7 15.7 10.1 13.4 20.1 20.5 23.6 20.5 28.3 22.6 
33 8.5 6.1 7.9 5.9 15.8 12.2 17.6 16.6 11.3 11.4 
34 9.3 9.1 8.6 6.3 15.4 11.8 10.8 22.0 27.2 16.1 
35 6.1 4.3 6.5 3.4 13.9 19.3 8.6 11.6 40.9 13.5 
36 6.4 1.5 1.7 6.5 9.6 20.2 46.0 28.7 148.8 21.2 
37 7.5 13.3 2.6 3.9 7.3 9.1 24.9 20.0 47.0 14.6 
38° 4.5 7.7 2.7 3.8 0.5 36.1 1.9 387.2... 10.0 
398 6.0 4.6 0.2 -3.9  ... 38.0 5.9 —3.0 56.1 


a Data reported for combined areas. Figures for ENC and P refer, respec- 
tively, to ENC and WNC, M and P. 

b Data reported for combined areas. Figure for ENC refers to ENC and WNC, 

¢ Data reported for combined areas. Figure for P refers to M and P. 


converted into estimated average annual growth rates for total capital, 
the results appearing in Table 4. 

It is quite apparent that the Southern and Western regions en- 
joyed the most rapid growth. In particular, the South Atlantic, Moun- 
tain, and Pacific areas are foremost, with the West and East South 
Central regions following closely behind. Beyond this, however, few 
generalizations are possible. The most rapidly growing regions ex- 
perienced highly diversified growth. In other words, these regions 
did not grow most rapidly because of relative specialization in the 
most rapidly growing industries. Indeed, except for Tobacco, the 
most rapidly growing industries tended to be regionally diversified. 

Two rank correlation tests were performed, but they do not offer 
conclusive evidence. First, the average annual rates of regional 
growth were correlated with 1954 regional sizes of capital stock. 
The results are shown in the first column of Table 5. This test offers 
fairly definite evidence that Gibrat’s Law does not govern regional 
rates of capital accumulation. There appears to be a marked tendency 
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Table 5. Coefficients of Rank Correlation Between Average 
Annual Rates of Regional Capital Growth and Regional Size and 
Regional Rates of Gross Quasi-Rent 


—ooeeeeoEeoeooooooooEoEEoeeeeeeaoaoaaaaEeEEeEoEo———E—E———eEeeeEeeeeEeEaEah™_H=QNREE—EE——E—EE=aBE-_A_TT 


Industry Size Rate of Quasi-Rent 
20 —0.44444 +0, 22222 
21 +0.42857 +0.42857 
22 0 +0.57143 
23 —0.38889 +0.50000 
24 —0.38889 —0.05556 
25 — 0.33333 +0, 22222 
26 —0.66667 +0.44444 
27 —0.38889 +0.11111 
28 +0.44444 +0.38889 
29 +0.11111 +0.38889 
30 —0.21429 +0.07143 
31 +0.16667 +0.11111 
32 —0.55556 +0.50000 
33 —0.33333 +0.16667 
34 —0.61111 +0.05556 
35 —0.61111 +0.16667 
36 —0.72222 0 
37 —0.72222 —0.44444 
38 —0.35714 +0. 14286 
39 — 0.33333 +0.14286 


for smaller regions to grow more rapidly than larger ones. However, 
this is not universally true. There are some positive coefficients, and 
some of the negative ones are not statistically significant. 

Secondly, the average annual rates of regional growth were corre- 
lated with 1954 regional rates of gross quasi-rent (taken from Table 
6). All but two of the rank correlation coefficients were positive, 
indicating that regional capital formation is somewhat responsive to 
rates of regional quasi-rent. On the other hand, most of the coefficients 
are small and are not statistically significant at the 0.10 level. 

Over the postwar years, regions with smaller initial capital stocks 
and larger initial rates of gross quasi-rent have tended to grow some- 
what more rapidly than their opposites. But size and “profitability” 
alone cannot account entirely for the rates and patterns of regional 
capital formation. Entrepreneurial motivations other than imme- 
diate profitability doubtless influence investment decisions and hence 
the location of congealed investment. 

26. Regional capital size and regional rates of gross quasi-rent are themselves 
highly correlated; either one yields relatively good rank correlations with the rate 
of regional growth. However, the partial rank correlation coefficients (rate of 


growth on size, after allowing for the effect of quasi-rent, and vice versa) are 
very small, and none is statistically different from zero. 
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Table 6. Ratios of Fixed and Total Capital to Value Added, 
Labor and Gross Quasi-Rents, by Industry and Region, 1954 and 
1958 


20—Foop aND RELATED Propucrs 


1954 1958 

Region KV we j/L E/V RG a EO RG KV Rt 
US .60 4.86 1.48 12.03 .36 57 =©6.91 1.42 14.65 .40 
NE .60 3.28 1.52 10.07 .30 50 4.35 1.44 12.54 .36 
MA .63 5.46 1.50 13.08 .36 60 6.54 1.40 15.80 .40 
ENC .68 5.56 1.50 13.23 .36 60 6.78 1.45 16.27 .39 
WNC 56 4.383 1.54 11.83 .32 56 5.68 1.48 15.03 .36 
SA 560 3.31 1.38 9.15 .39 48 4.03 1.32 10.99 .44 
ESC .58 4.59 1.36 10.78 .44 64 56.25 1.33 12.86 .45 
WSC .54 3.90 1.37 9.96 .41 61 4.55 1.33 11.91 .44 
M 54 3.99 1.47 10.85 .35 .564 56.29 1.40 13.62 .40 
P .66 6.13 1.49 13.85 .38 .63 7.43 1.43 16.84 .42 

21—Tosacco 
US .22 2.29 3.31 34.41 .22 .23 3.78 3.38 56.58 .23 
NE 15 .67 6.13 27.22 .08 .16 1.01 6.90 44.21 .08 
MA .16 .85 5.49 29.19 .10 .16 1.14 6.32 45.12 .09 
NC 19 1.40 4.45 32.42 .14 .20 2.10 5.01 538.51 .14 
SA 238 2.72 2.98 35.51 .26 .23 4.48 3.06 59.12 .27 
ESC 24 3.65 2.68 40.35 .30 .24 6.10 2.97 63.55 .28 
WsC .10 40 6.12 25.10 .08 .14 .76 7.24 40.72 .07 
WwW 13 40 8.13 24.40 .04 .10 .47 6.37 30.23 .08 
22—TEXTILES 
US 81 3.72 1.95 8.93 .19 .90 4.86 2.16 11.64 .18 
NE 1.00 5.01 2.17 10.92 .16 .79 4.50 2.12 12.05 .17 
MA 1.18 6.60 2.28 12.70 .17 91 5.71 2.18 13.66 .18 
ENC 1.388 8.35 2.41 14.58 .18 1.04 7.27 2.24 15.63 .19 
WNC 95 4.39 2.06 9.53 .18 —_— —_ _ —_ _ 
SA A7 1.88 1.63 6.53 .21 97 4.80 2.21 10.99 .18 
ESC 62 2.39 1.76 6.73 .21 60 2.83 1.85 8.78 .22 
WSC 65 2.63 1.78 7.26 .20 63 3.08 1.84 9.01 .23 
M .67 2.50 2.00 8.50 .13 61 2.94 1.84 8.82 .20 
P 1.51 10.75 2.52 17.94 .17 1.06 7.47 2.28 16.13 .18 
23—APPAREL AND RELATED PRopDUCTS 

US .12 53 88 3.82 .48 13 67 1.03 5.22 .39 
NE 12 50 89 3.69 .42 12 61 1.04 5.08 .37 
MA 13 63 90 4.19 .42 15 84 1.03 5.76 .40 
ENC 13 57 91 4.06 .40 15 80 1.06 5.80 .37 
WNC ell 43 88 3.58 .42 .00 00 90 4.35 .45 
SA .08 .28 85 2.93 .44 .10 43 1.00 4.26 .40 
ESC 07 .21 82 2.57 47 .08 29 1.02 3.75 .36 
WSC .08 .27 83 2.84 .46 .09 38 1.02 4.17 .37 
M .08 . 26 84 2.76 .46 ll 52 1.04 4.81 .37 
P 15 75 86 4.35 .42 .16 92 1.02 5.88 .42 
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Table 6. (continued) 


24—LuMBER AND Woop Propvucts 


1954 


K/V 


K/L 
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132 
24 


Pt et tee pet eet feet fet et Rt et 
oo 
or 


11.38 
9.17 
9.77 

10.89 

12.44 

13.65 

11.76 

12.76 

12.55 

15.71 


r 


KT/vV K®/L 
1.01 5.49 
72 3.59 
1.05 6.61 
.99 6.03 
1.00 6.08 
881.35 
389 = 1.39 
50 2.02 
1.04 6.51 
1.47 11.38 


ee ees 


27—PRINTING AND PUBLISHING 


Region KP/v K/L 
US 80 3.95 
NE 46 1.88 
MA 64 3.08 
ENC 71 3.65 
WNC 65 3.21 
SA 83 = 1.04 
ESC 86 06-1.25 
WSC .88 = 1.38 
M 94 6.02 
P 1.19 8.75 
US .30 49 
NE .27 43 
MA 32 54 
ENC 34 .55 
WNC 380 .49 
SA 21 .385 
ESC 18 28 
WSC 22 38 
M . 28 44 
P 36 61 
US 86 7.48 
NE 73 5.37 
MA 76 «5.85 
ENC 82 6.78 
WNC 92 8.50 
SA 97 9.91 
ESC .89 8.02 
WSC 938 8.91 
M 1.08 9.50 
P 1.06 11.58 
US 387 = 2..88 
NE 29 «1.94 
MA 43 3.78 
ENC 372.91 
WNC 32 2.22 
SA 30 ©=62.08 
ESC 30 2.00 
WSC 31 = 2.08 
M .3l1 2.10 
P .383 2.56 
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Table 6. (continued) 


28—CHEMICALS 


1954 
KF/V KF/L K/V K/L r_ K®¥/V 
1.15 14.66 1.88 24.06 .34 1.09 
1.27 15.07 2.02 24.01 .31 .98 
45 5.78 1.19 15.28 .54 1.09 
1.62 21.05 2.37 30.85 .27 1.09 
1.33 17.63 2.01 26.58 .33 1.13 
1.22 13.72 2.00 22.48 .31 1.02 
1.22 13.67 2.02 22.73 .47 1.03 
1.55 26.56 2.11 36.25 .34 1.24 
1.23 13.92 2.09 23.75 .27 1.04 
1.17 14.84 1.95 24.84 .31 1.09 


29—PETROLEUM AND COAL 


5.68 67.93 8.61 102.91 .07 5.88 
4.78 49.66 8.36 86.97 .06 5.89 
4.90 49.32 8.34 83.93 .06 5.88 
5.83 72.46 8.63 107.28 .07 5.88 
5.34 62.52 8.32 97.39 .07 5.88 
5.81 63.60 8.84 96.73 .06 5.89 
7.12 180.60 8.91 163.50 .08 5.88 
5.69 69.09 8.65 105.07 .07 5.88 
6.47 94.64 8.83 129.24 .07 5.88 
6.14 82.75 8.80 118.62 .07 5.88 
30—Russer Propucrs 
48 3.72 1.45 11.34 .31 £30 
.438 3.10 1.40 10.08 .32 .3l 
47 3.61 1.40 10.89 .33 Jol 
41 2.89 1.53 10.74 .23 .33 
.65 6.45 1.30 12.99 .48 43 
41 2.75 1.28 8.74 .39 .29 
.77. 8.43 1.44 15.72 .43 52 
.90 12.73 1.40 19.75 .51 53 
61 4.25 1.45 12.15 .31 .40 


K/L 


19.16 
13.98 
19.12 
19.36 
21.28 
15.88 
16.05 
29.92 
16.82 
19.24 


82.71 
63.88 
57.74 
88.32 
96.91 
101.25 
103.77 
82.99 
99 .49 
92.67 
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31—LeraTHER AND LeatuEeR Goops 


18 81 87 3.98 .43 18 
15 .67 90 3.89 .36 17 
16 .69 89 3.91 .38 16 
21 1.10 87 4.52 .46 21 
18 82 77 ~=—3.62 59 18 
15 61 86 3.62 .40 .14 
20 1.04 72 3.71.73 21 
12 47 73° 2.86 .61 14 
55 5.05 1.06 9.85 .50  .41 
24 «1.34 93 5.11 .41 22 
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Table 6. (continued) 


32—STonr, CLay, AND GLASS 


1954 
K*/V K/L K/V K/L rr K*/V K*/L 
.69 1.386 1.26 2.49 .39 78 7.74 
.59 .99 1.27 2.13 .32 .69 6.07 
.67 1.24 1.27 2.37 .36 73 =©6.84 
.70 1.85 1.28 2.49 .38 .78 8.07 
78 1.72 1.30 2.86 .42 .94 11.52 
55 1.04 1.16 2.18 .40 .65 5.39 
60 1.29 1.18 2.42 .47 .72 6.80 
79 1.99 1.24 3.12 .49 81 8.64 
84 1.98 1.31 3.10 .44 86 9.74 
.78 1.65 1.82 2.78 .40 .88 10.13 
33—PRIMARY METALS 
1.19 9.97 1.82 15.24 .25 1.28 13.68 
1.09 8.46 1.75 138.56 .25 1.00 8.89 
1.08 8.21 1.76 18.41 .23 1.15 11.37 
1.20 10.23 1.84 15.66 .24 1.26 13.41 
1.02 7.44 1.70 12.36 .24 1.17 11.72 
1.388 18.80 1.91 19.07 .28 1.46 17.48 
1.19 9.99 1.77 14.83 .28 1.46 17.438 
1.32 12.32 1.86 17.35 .29 1.64 21.94 
1.37 13.41 1.88 18.44 .30 1.48 18.06 
1.41 14.34 1.94 19.75 .28 1.49 18.12 
34—FaBricaTeD Meta Propucts 
44 3.28 1.08 8.06 .39 49 4.34 
.88 2.57 1.04 6.97 .39 42 3.34 
438 3.15 1.07 7.86 .39 48 4.20 
46 3.56 1.11 8.60 .37 60 4.58 
44 3.27 1.06 7.96 .41 54 5.19 
41 2.91 1.00 7.10 .47 41 3.27 
.40 2.75 .99 6.84 .47 42 3.38 
Al 2.87 1.04 7.381 .42 45 3.82 
37 6.2.40 1.06 6.86 .36 44 3.61 
48 3.82 1.12 8.87 .38 .57 5.69 
35—Macurnery, Excerpt EvectricaL 
45 3.63 1.21 9.71 .34 56 5.16 
40 2.93 1.18 8.68 .34 48 3.92 
45 3.56 1.20 9.55 .35 .53 4.67 
47 «03.93 1.24 10.28 .33 61 5.86 
41 3.02 1.15 8.57 .37 .56 5.08 
81 61.94 1.15 7.17 .31 47 3.77 
41 3.08 1.14 8.52 .39 55 4.91 
562 4.69 1.17 10.50 .44 61 5.86 
87) =6.2.58 1.18 7.76 .36 59 5.55 
48 4.01 1.28 10.27 .35 49 4.79 


BD DD DD DO DD et at et et 


pemet mel oe fme fm fm fom fom fm fame, 


met frm fom fem fm fom, fm, fom fom, 


The Elasticity of Substitution 


Table 6. (continued) 


Region K¥/v KF/L 
US 38 2.91 
NE 35 2.58 
MA 39 3.14 
ENC 38 2.91 
WNC .83 2.29 
SA 185 2.54 
ESC .34 2.42 
WSC 1.12 2.83 
M .29 1.70 
P 28 = 2.94 


37—TRANSPORTATION EQUIPMENT 


US 55 4.46 
NE 48 3.61 
MA 55 4.58 
ENC 59 5.04 
WNC 59 =§.24 
SA 54 4.48 
ESC 40 2.70 
WSC 36 2.21 
M 41 2,94 
P 49 3.76 
US 40 3.13 
NE 384 = 2.36 
MA 42 3.47 
ENC 87 2.81 
WNC 48 3.97 
SA .24 1,28 
ESC .28 1.87 
WSC .42 3.20 
M> .27. 1.40 
P 43 3.67 
US 74 4.73 
NE 61 3.51 
MA 73 4.68 
ENC 80 5.53 
WNC = _ 

SA 56 3.10 
ESC 56 3.06 
WSC 69 3.73 
Me — — 

P 85 6.17 


4 See footnote 2, Table 3. 


b See footnote 4, Table 3. 
¢ See footnote 5, Table 3. 


36—ELzctTricaAL MACHINERY 


1954 
K/V K/L rr 
1.32 10.18 .35 
1.26 9.25 .38 
1.32 10.55 .36 
1.34 10.36 .34 
1,36> 9.32).231 
1.30 9.42 .36 
1.18 8.52 .44 
3.62 9.14 .43 
1.30 8.20 .30 
1.34 10.37 .34 


K*/V_ K*/L 
343.18 
34 2.87 
84 3.02 
34 3.18 
34 3.00 
343.41 
344.14 
34 -3.18 
34. 2.81 
34 3.21 


1.25 10.20 .32 .65 
1.21 9.01 .31 .55 
1.26 10.42 .32 .63 
1.26 10.85 .34 .72 
1.21 10.73 .39 .65 
1.21 9.89 .36 .56 
1.18 7.55 .34 41 
1.26 7.73 .19 .55 
1.26 9.03 .24 .83 
1.26 9.70 .27 .60 
38—INsTRUMENTS 

1.23 9.56 .36 .35 
1.16 8.02 .38 84 
1.26 10.36 .34 34 
1.19 8.96 .37 .34 
1.24 10.30 .39 34 
1.18 6.42 .30 34 
1.22 8.03 .29 34 
1.07 8.20 .52 34 
1.18 5.90 .36 — 
1.23 10.52 .37 34 
39—M IscELLANEOUS 
1.32 8.50 .31 .86 
1.21 6.97 .32 .86 
1.31 8.44 .31 .86 
1.38 9.50 .30 .86 
—_— —_— —_— .86 
1.17 6.48 .33 .86 
1.19 6.56 .30 .86 
1.85 7.24 .25 .86 
— — —_— .86 
1.48 10.33 .29 .86 
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Regional diversification of investment is attractive for several 
reasons. Producers of soft goods and of some hard goods may di- 
versify regionally to alleviate the effects of localized recessions. 
Furthermore, regional diversification offers the opportunity to move 
into less unionized and typically “looser” labor markets; it offers at 
least a potential future saving in transportation cost; moving into 
certain regions frequently enables new firms to operate for a few 
years without the fixed cost of state and local property taxes and, 
perhaps, without the fixed cost of rent or its equivalent. In addition 
to these reasons, postwar shifts in the concentration of population 
(e.g., shifts to California and Florida) have been accompanied by 
relative shifts in regional capital formation because businesses follow 
markets, and markets are where consumers are. Many other argu- 
ments for regional capital diversification can, of course, be adduced. 
About the only explanation that seems to have no relevance is the 
older (and naive) forms of the economic base theory.?? 


IV. Ratios and Quasi-Rents 


A. Statistical Results 

Table 6 was prepared by utilizing the estimates in Table 
3 and the readily available census data covering employment and 
value added by industry and region. This table presents the following 
estimates for 1954 and 1958, by two-digit industry and by region: the 
ratio of fixed capital to value added (K*/V), the ratio of fixed capital 
to all employees (K*/L), the ratio of total capital to value added 
(K/V), the ratio of total capital to all employees (K/L), and the 
rates gross quasi-rent, or the non-labor component of value added 
divided by total capital (r = V — wL). The units of measurement are 


K 


arbitrary but consistent. The capital-value added ratios represent mil- 
lions of dollars of capital (total or fixed) divided by millions of dollars 
of value added. The capital-labor ratios are millions of dollars of capi- 
tal divided by thousands of man-years of labor-time of all employees. 
The results correspond rather closely to aggregate results obtained 
by others and to what one should “expect” on grounds of economic 
theory. Using the national average, the total capital-value added 
27. See, for example, C. E. Ferguson, “A Statistical Study of Urbanization,” 
Social Forces, XXXVII (Oct., 1958), 19-26; and idem, “Statics, Dynamics, and 


the Economic Base,” in R. W. Pfouts, cd., Techniques of Urban Economic 
Analysis (West Trenton: Chandler-Davis Co., 1960), pp. 325-40. 
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ratio exceeded two in only two industries, Tobacco and Petroleum. 
It was between one and two in fourteen industries, and it was less than 
one in the remaining four. Similarly, the fixed capital-value added 
ratio was greater than one, on a national average, in only three of the 
twenty industries. On balance, these results correspond to those of 
Kuznets and others.?8 

With only a few exceptions for “regional” industries such as 
Tobacco, Pulp and Paper, and Petroleum, the capital-labor ratios were 
greatest in the Middle Atlantic, East North Central, and Pacific areas. 
More to the point, perhaps, there was a strong positive rank correla- 
tion between the capital-labor ratio and the average regional wage 
rate in each industry for both census years. In like manner, except 
for the “regional” industries just mentioned, there was a marked 
negative rank correlation between the capital-value added ratio and 
the rate of gross quasi-rent.*® 

Finally, one might notice that in both 1954 and 1958 the three 
“Southern” regions had the highest rates of gross quasi-rent. In both 
years, seventeen of the twenty industries yielded the highest rates 
of gross quasi-rent in one or more of these three regions, the East 
and West South Central areas dominating. In light of the continuing 
decline in the minimum amortization period for new investment and 
the postwar relative concentration of investment in these regions, one 
might expect rates of regional capital growth to show a very strong 
positive rank correlation with regional rates of net quasi-rent. 


B. Some Effects of Diversified Regional Growth 


One of the chief features of the postwar American industrial 
economy has been the aggregate substitution of “capital” for “work- 


»”» 


ers.” This substitution is shown more dramatically if the ratio of 
capital to “production workers” is taken; however, the general tend- 
ency is nonetheless apparent. The national averages of the ratios for 
1954 and 1958 are shown in Table 7, together with the coefficients of 
variations for each of the years.°° 


28. See, especially, Simon Kuznets, Capital in the American Economy: Its 
Formation and Financing (Princeton: Princeton University Press, 1961), pp. 80- 
81. Also see Evsey D. Domar, “The Capital-Output Ratio in the United States: 
Its Variation and Stability,” in F. A. Lutz and D. A. Hague, eds., The Theory of 
Capital (London: Macmillan, 1961), pp. 101-2. 

29. The two sets of rank correlation coefficients just discussed are not shown 
here but are available from the author upon request. 

30. The coefficient of variation V is the standard deviation divided by the 
mean of the series. 
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Table 7. The Average Ratios and Their Coefficient of 
Variation, 1954 and 1958* 


K*/v 
Industry Average v 

1954 1958 1954 1958 
20 O71 5511 .1019 .0923 
21 1714 1757 .3002 - 2862 
22 9367 8263 3886 2358 
23 1056 1067 2724 4591 
24 6289 8378 4605 4372 
25 2756 3056 2238 2226 
26 9067 1.2000 1344 2076 
27 .8239 .3656 1355 1232 
28 1.2239 1.0789 -2696 0703 
29 5.7867 5.8822 1279 0007 
30 5688 3900 3253 2463 
31 2178 2044 5959 4043 
32 7000 . 7844 1481 1225 
33 1.2289 1.3456 1191 1549 
34 4200 .4700 0859 1208 
35 4244 5433 1491 1004. 
36 4367 .3400 5910 
37 4900 -6111 1732 1939 
38 3611 .3400 2315 0 
39 5333 .8600 2157 0 

KF/L 

20 4.5056 5.5444 . 2256 2110 
21 1.4414 2.1514 .8789 8739 
22 4.9444 4.8250 .6217 3873 
23 4333 .5322 4411 5552 
24 3.3456 4.9956 . 7666 6526 
25 .4522 2.0567 . 2340 3370 
26 8.2633 14.5089 2414 4910 
27 2.4022 3.1678 . 2516 2299 
28 15.8044 19.0722 .3614 2438 
29 74.9600 87.4467 38393 1887 
30 5.5263 4.3875 .6380 4806 
31 1.3100 1.2911 1.0908 7119 
32 1.4722 8.1333 2565 2517 
33 10.9111 15.3800 . 2403 2738 
34 3.0333 4.1200 .1521 2112 
35 3.3044 4.9344 .2517 1535 
36 2.5944 3.2022 . 1668 .1240 
37 3.8233 5.9456 2601 .3256 
38 2.6700 3.4675 3725 .2750 
39 3.3039 6.9044 3715 .1979 


* Source: Computed from Table 6. 


The Elasticity of Substitution 437 
Table 7. (continued) 
K/V 
Industry Average 
1954 1958 1954 1958 
20 1.4589 1.3978 .0477 0420 
21 5.1400 5.4100 3742 38285 
22 2.0678 2.0700 . 1482 .0934 
23 8644 1.0144 .0371 0455 
24 1.1433 1.4700 .2412 . 2382 
25 .8700 .9756 .0605 .0752 
26 1.3367 1.7356 .0499 .0966 
27 7311 .8022 .0540 .0539 
28 1.9733 1.7911 .1613 .0132 
29 8.6311 8.7500 .0273 .0842 
30 1.4000 1.0250 .0575 .0464 
31 .8589 . 8644 . 1249 .0987 
32 1.2533 1.4144 .0529 .0466 
33 1.8233 1.9867 .0448 .0704 
34 1.0544 1.1767 .0414 .0380 
35 1.1767 1.4556 .0335 .0384 
36 1.5567 1.1489 4982 .0951 
37 1.2289 1.4544 0360 .0450 
38 1.1867 .9975 .0506 . 1663 
39 1.0044 1.5700 .1016 1133 
K/L 
20 11.4222 13.9844 1450 . 1485 
21 30.5986 48 .0657 .1908 . 2383 
22 10.5211 11.8838 .3718 . 2531 
23 3.4411 4.8733 .1975 . 1640 
24 5.7678 8.4022 .5512 .4886 
25 1.4156 6.5000 .0773 .1961 
26 12.0778 20.5289 . 1650 . 3652 
27 5.3133 6.9189 .1574 1489 
28 25.1967 31.3278 .2312 . 1635 
29 109.8589 128.2289 . 2249 .1218 
30 12.6325 10.9225 . 2820 .2137 
31 4.5656 5.1256 .4551 .3022 
32 2.6056 14.4844 . 1433 1625 
33 16.0478 22.4522 1687 . 1947 
34 7.5967 10.2544 1005 .1217 
35 9.0278 13.2167 .1313 .0399 
36 9.4589 10 .€022 .0874 .0532 
37 9.4344 13.9267 1284 .3969 
38 8.5233 9.8600 .1973 .0955 
39 6.1633 12.4789 . 2479 .1659 


* Source: Computed from Table 6. 
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Table 7. (continued) 


Industry Average Vv 
1954 1958 1954 1958 
20 .3678 .4067 1175 .0825 
21 . 1428 .1443 .6929 .6387 
22 .1789 .1938 . 1437 .1101 
23 4344 .3900 .0553 .0769 
24 .38367 . 2633 .1867 2223 
25 4456 .4122 .0959 .1035 
26 -4056 3133 .0864 .0658 
27 .5656 .5356 .0766 .0730 
28 .3500 3744 . 2646 .0584 
29 .0678 .0689 .0984 . 2345 
30 .3750 .5213 .2526 .2002 
31 -4933 .5089 . 2548 2341 
32 -4089 . 8844 .1303 .1228 
33 . 2656 . 2456 .0962 .0614 
34 .4067 3633 .0991 .0715 
35 . 3600 .2933 .1049 .1078 
36 .3622 .4256 .1330 . 2664 
37 . 3067 . 2689 . 2049 .1294 
38 . 3689 .5400 .1800 .5321 
39 . 3000 .2511 .0861 .4490 


Table 8. Changes in the National Average Ratios, 1954-58 


x KK 

Vv Vv L 

Declines 7 3 5 ] 
Increases 13 17 15 19 


Table 9. Changes in the Coefficients of Variations of the 
Ratios, 1954-58 


Declines 


KY x K K 

vV L V L 

15 14 jl 12 

Increases § 6 9 8 
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Tables 8 and 9 present the results in more compact form. Table 
8 shows the number of industries in which the national average of 
the ratios increased and decreased. It is notable that in only two 
rapidly growing industries, Chemicals and Electrical Machinery, have 
the ratios declined; and these declines are probably attributable to 
inter-temporal shifts in the industry product mix. 

The results are somewhat different, however, when changes in the 
coefficients of variation are observed. Under the assumption that 
“production functions” are uniform among regions, the trends in re- 
gional capital formation noted above indicate that the coefficients of 
variation should decrease, especially the coefficient of variation asso- 
ciated with r. While the declines outnumbered the increases in each 
of the five categories, the evidence is not overwhelming. Yet a 
majority of the increases are concentrated in five industries: Apparel, 
Furniture, Pulp and Paper, Primary Metals, and Transportation Equip- 
ment. Each of these industries tends to be regionally centralized in 
one or more of the census regions. One plausible explanation for 
these increases is that while the capital stock in the non-specialized 
regions grew relative to that in the specialized ones, the industry 


Table 10. Total Capital and its Growth, by Region, 1954- 
58* 


TorTaL CAPITAL 
(in millions of current dollars) Average Annual 


——_——_____ Percentage 
Region 1954 1958 Change 
U.S. Total $178506 .5 $225402.8 6.57 
SOUTH 37725 .9 52198 .2 9.59 
SA 16533 .1 24142 .9 11.51 
ESC 7403 .2 9795.8 8.08 
WSC 13789 .6 18259 .5 8.11 
NORTH 54923 .6 66649.1 5.34 
NE 12216.6 14598 .4 4.88 
MA 42707 .0 52050 .7 5.47 
MIDWEST 65183 .9 76519 .9 4.35 
ENC 55596 .3 63301 .6 3.47 
WNCs 9587 .6 13218 .3 9.47 
WEST 20673.1 30035 .6 11.32 
M> 2889 .3 3990 .0 9.53 
P 17783 .8 26045 .6 11.62 


* Source: Table 3. 

a WNC combined with ENC for Industries 21 and 39 in 1954 and for Indus- 
tries 21 and 22 in 1958. 

bM combined with P for Industries 21, 30, and 39 in 1954 and for Industries 
21, 30, and 38 in 1958. 
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product mix became even more specialized in the opposite direction. 
For example, relatively manual automobile assembly plants have 
spread quite widely; nonetheless, the relatively capital-intensive 
manufacturing processes have remained in the Detroit area. 

The discrepancies between actual and “expected” changes in the 
coefficients of variation are partially explained by regional shifts in 
industrial product mixes. Nonetheless, the relatively large number of 
V-increases, as shown in Table 9, appears to be the weakest link in 
the chain of capital and capital-ratio estimates made in this paper. 


V. Growth Patterns in the Southern Regions 


A. Changes in Total Capital and its Industrial Composition 


Total capital in American manufacturing industry grew by 
some $47 billion from 1954 through 1958. For the nation as a whole, 


Table 11. Average Annual Percentage Change in Total 
Capital, 1954-58, Southern Regions, Weighted Southern Average, 
and National Average* 


East West Weighted 
South South South Southern National 
Industry Atlantic Central Central Average® Average 
20 8.2 8.2 7.1 7.8 6.4 
21 14.6 14.5 11.6 14.5 11.6 
22 15.1 3.2 —0.3 12.9 3.4 
23 15.5 20.2 18.7 17.4 8.9 
24 5.6 4.1 7.6 5.7 6.3 
25 14.7 17.5 12.4 14.8 8.5 
26 15.1 20.1 18.5 16.9 14.2 
27 13.4 11.9 11.4 12.5 9.4 
28 4.3 3.4 4.1 4.0 5.9 
29 —0.4 —13.7 5.7 3.3 0.3 
30 12.5 —0.3 8.4 5.0 5.6 
31 5.1 9.7 7.1 7.3 4.5 
32 20.5 23.6 20.5 21.1 15.7 
33 12.2 17.6 16.6 14.9 8.5 
34 11.8 10.3 22.0 14.0 9.3 
35 19.3 8.6 11.6 13.0 6.1 
36 20.2 46:0 28.7 28.1 6.4 
37 9.1 24.9 20.0 14.5 7.5 
38 36.1 1.9 37.2 26.3 4.5 
39 38.0 5.9 —3.0 16.3 6.0 


* Source: Table 4. 
2 South Atlantic, East South Central, and West South Central components 
weighted by their respective 1954 quantities of total capital. 
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this represented an average annual growth rate slightly in excess of 
6.5 percent. This average is not a very meaningful measure of central 
tendency, however, because of the great dispersion of regional values. 
That is, the various census regions had widely different annual average 
rates of capital growth. 

The pattern of total capital growth is shown in Table 10. As 
noted above, one or more of the three Southern regions grew most 
rapidly in almost every industry. Nonetheless, because of “spotty” 
growth patterns among the Southern regions, the West (comprising 
the Mountain and Pacific areas) enjoyed the greatest average annual 
rate of growth. More specifically, the Pacific area led all others from 
the standpoint of growth, with the South Atlantic region a close 
second. From a broader view, the South and the West were the 
rapidly growing areas, the North and Midwest lagging considerably 
behind. 

Table 11 gives a more detailed picture of capital growth. In this 
table, as in Tables 13-15, data for the three Southern regions are 
shown, together with a weighted average of the Southern regions 
and the national average. First, it is interesting to note that the 
weighted Southern average annual growth rate exceeded the national 
average in seventeen of twenty industries. Only in Lumber, Rubber, 
and Chemicals did the South lag behind, and the last two cases are 
largely attributable to slow growth or decline in the East South 
Central region. Furthermore, in seven of the twenty industries the 
average Southern rate was double that of the nation as a whole. 

Second, a comparison of the three Southern regions shows that the 
South Atlantic had the highest growth rate in seven industries; the 
East South Central, in eight industries; and the West South Central, 
in only four (one industry tied between South Atlantic and East South 
Central). The rates of growth were fairly uniform among regions in 
about half of the industries and widely divergent in the other half. 


Table 12. Average Rates of Regional Growth and their 
Variability* 


Simple Average Standard Coefficient of 
Region Growth Rate Deviation Variation 
South Atlantic 14.55 9.2 0.63 
East South Central 11.88 11.9 1.00 
West South Central 13.30 9.4 0.71 


* Source: Calculated from data in Table 11. 
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Table 13. Average Annual Percentage Change in the 
Capital-Value Added Ratio, 1954-58, Southern Regions, Weighted 
Southern Average, and National Average” 


East West Weighted 
South South South Southern National 
Industry Atlantic Central Central Average*® Average 
20 —1.87 — .55 — .73 —1.2 —1.01 
21 .67 2.71 4.57 1.1 .53 
22 8.90 1.28 84 7.6 2.69 
23 4.41 6.10 5.72 5.1 4.26 
24 5.66 5.52 6.32 5.8 6.35 
25 3.48 3.03 3.80 3.5 3.09 
26 7.04 8.27 8.21 7.6 6.44 
27 2.47 2.11 2.18 2.3 2.27 
28 —3.00 —2.72 —3.67 —3.2 —1.20 
29 —2.15 —2.84 .90 3 .93 
30 —5.86 —7.47 —7.68 —7.1 —6.73 
31 .58 .70 .69 7 .29 
32 3.45 6.42 2.22 3.7 3.18 
33 1.96 3.96 3.90 3.0 1.92 
34 3.00 3.28 2.65 3.0 2.78 
35 4.57 5.70 5.56 5.3 5.99 
36 —3.85 —5.72 —17.47 —6.3 —2.65 
37 3.93 4.87 3.57 3.9 4.60 
38 —11.44 —1.23 —4.67 —6.3 —3.46 
39 7.27 7.35 —.19 4.9 4.35 


* Source: Table 6. 
South Atlantic, East South Central, and West South Central components 
weighted by their respective 1954 figures for value added. 


Interestingly enough, every industry in the “widely divergent” cate- 
gory is predominantly a producer of producers’ goods, although some 
producers of industrial goods are not in this category. 

Third, some calculations using the data in Table 11 enable one to 
determine the relative stability of inter-industrial growth. The rele- 
vant statistics are contained in Table 12, where the average growth 
rate, and the calculations based upon it, refer to a simple average of 
the growth rates for each industry. As readily seen in Table 12, the 
South Atlantic region enjoyed the most rapid rate of growth.*!  Fur- 
thermore, industrial capital growth in this region was somewhat more 
“balanced” inasmuch as the coefficient of variation is smaller than it is 
for the other two regions. The West South Central region was the 
second most rapidly growing one, and it was also the second most 


31. Note that this measure of average annual growth is different from that in 
Table 10. However, the original ranking is invariant. 
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stable. These results indicate that the East South Central region not 
only had the lowest average annual rate of capital growth but also 
had the least diversified or balanced industrial growth. 


B. Changes in the Capital Ratios 


The average annual percentage changes in the capital-value 
added ratios are shown in Table 13. A comparison of Southern and 
national averages is rather difficult in this case. On the one hand, to 
the extent that the South was originally “less mechanized,” one might 
expect the Southern average to exceed that of the nation as a whole. 
But on the other hand, to the extent that capital investment embodies 
technological progress, one might expect the opposite result. In this 
respect, it is illuminating to observe that in the five industries recording 
a decline in the capital-value added ratio, the decline in the South 


Table 14. Average Annual Percentage Change in the 
Capital-Labor Ratio, 1954-58, Southern Regions, Weighted South- 
ern Average, and National Average* 


East West Weighted 
South South South Southern National 
Industry Atlantic Central Central Average* Average 
20 5.03 4.62 4.90 4.9 5.45 
21 16:62 14.38 15.56 16.1 16.11 
22 17.08 7.62 6.03 15.5 7.59 
23 11.35 11.48 11.60 11.4 9.16 
24 8.46 6.55 11.10 8.6 9.79 
25 70.46 74.59 72.02 71.5 90.41 
26 10.77 15.43 12.78 12.2 12.41 
27 7.61 7.05 7.05 7.3 7.42 
28 5.41 5.92 4.82 5.3 7.68 
29 10.92 —3.69 5.07 4.7 5.44 
30 —-1.97 —2.42 —7.20 —3.2 —2.98 
31 3.45 5.19 5.77 4.6 5.15 
32 99.89 102.69 90.07 97.4 117.57 
33 7.34 16.29 16.49 12.3 9.15 
34 6.27 7.86 8.21 7.8 8.07 
35 13.18 12.03 7.91 10.4 10.53 
36 4.41 7.84 3.15 5.2 1.84 
37 6.85 8.44 16.14 10.0 10.56 
38 16.78 1.99 1.98 7.7 2.15 
39 24.61 14.06 18.30 20.1 12.82 


* Source: Table 6. 
2 South Atlantic, East South Central, and West South Central components 
weighted by their respective 1954 figures for value added. 
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exceeded that of the nation. In these cases of definite technological 
progress, one is very tempted to infer that the rate of technological 
progress in the South was greater than the national average. 

Interregional comparisons are even more difficult than Southern- 
national ones. Variations in the industrial product mix from one region 
to another virtually preclude meaningful comparisons. 

Table 14 shows the average annual percentage change in the cap- 
ital-labor ratio. In this case, a comparison of the weighted Southern 
average with the national average is very meaningful. In only five of 
the twenty industries did the Southern increase exceed the national 
average; and in each of these cases, the average annual rate of capital 
growth in the South far exceeded the corresponding national rate. 
In particular, the Southern rate was almost twice the national aver- 
age in Industry 33, almost three times the national average in Industry 
39, and more than four times the national average in Industries 22, 36, 
and 38. 

In other words, on average the capital-labor ratio increased in the 
nation as a whole by more than in the Southern regions except in 
those industries whose capital growth was markedly greater in the 
South. Other things being equal, the capital-labor ratio may change 
for two reasons: either a change in relative factor prices causes a move- 
ment along a production function, or a biased technological change 
induces a corresponding change in the ratio. Generally, wage rates 
have increased relatively more in Southern regions than elsewhere. 
In the absence of specific evidence of a proportionately greater in- 
crease in the cost of capital in the Southern regions, it seems doubtful 
that a change in relative factor prices can account for differences in 
the observed changes of the capital-labor ratio. While the relative 
increase in labor costs doubtless explains the general increase in the 
capital-labor ratio, there is no such relative increase to account for 
the interregional differences in the rate of change. Similarly, it is very 
doubtful that technological progress has generally been more “capital- 
biased” in one region than in another. 

In practically all cases it seems likely that the differential rates of 
change are attributable to changes in the composition of demand. As 
demand changes, so does the regional product mix within an industry. 
For example, over the 1954-58 period, there was a significant shift 
in demand from woven cotton fabrics (S.I.C. 2211) to woven syn- 
thetic fabrics (S.I.C. 2221). The weaving of synthetic fibers is much 
more capital-intensive than the weaving of cotton fiber. Furthermore, 
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Table 15. Average Annual Percentage Change in the Rate 
of Gross Quasi-Rent, 1954-58, Southern Regions, Weighted South- 
ern Average, and National Average* 


East West Weighted 

South South South Southern National 

Industry Atlantic Central Central] Average® Average 
20 3.21 .57 1.83 2.2 2.78 
21 .96 —1.67 —3.13 4 1.14 
22 —3.57 1.19 3.75 —2.7 —1.32 
23 —2.28 —5.85 —4.89 —3.7 —2.33 
24 —5.56 —4.38 —4.49 —5.0 —5.83 
25 —1.96 1.19 —2.89 —1.6 —-1.71 
26 —6.67 —6.40 —6.98 —6.7 —5.13 
27 —1.34 — .88 —1.92 —1.4 —1.36 
28 4.84 —5.85 §.15 2.5 2.94 
29 8.33 3.13 —3.57 —1.9 —3.57 
30 7.05 11.63 8.82 9.8 11.29 
31 1.25 0.00 .82 7 1.16 
32 — .63 —2.13 —2.04 —1.4 —1.28 
33 —2.68 —1.79 -—1.73 —2.2 —1.00 
34 —4.79 —4.26 —2.38 —4.0 —2.57 
35 — .81 —3.85 —5.68 —3.9 —5.15 
36 7.64 14.21 2.33 8.6 2.86 
37 —5.56 —7.35 7.90 —1.2 —3.91 
38 75.00 2.59 8.17 2.9 4.86 
39 —3.03 —3.33 18.00 4.3 —4.03 


* Source: Table 6. 
a South Atlantic, East South Central, and West South Central components 
weighted by their respective 1954 quantities of total capital. 


the production of both is concentrated in the South Atlantic region 
(2211 in North Carolina and 2221 in South Carolina). Hence one 
would expect a significant increase in the capital-labor ratio in the 
South Atlantic region, in South Carolina because of a relative increase 
in the production of a capital-intensive good and in North Carolina 
because of a relative decline in the production of a labor-intensive 
good. When the various four-digit shifts are aggregated, the two- 
digit results shown in Table 14 emerge. 

The entries in Table 15 show the average annual percentage change 
in the rates of gross quasi-rent (i.e., changes in the ratio of gross 
property return to capital). While the gross return to property in- 
creased in almost every industry and region over the 1954-58 period, 
it very frequently did not increase as rapidly as the capital stock. 
Hence many of the entries are negative. 


Table 16. Regional and National Comparisons of Average Annual Changes in Capital and in the 


Capital Ratios 


Comparisons 


Rank Correlation for Weighted Southern 


Average & National Average 

Coefficient of Concordance among Three 
Southern Regions 

Rank Correlation for Southern Regions: 
South Atlantic and East South Central 
South Atlantic and West South Central 
Hast South Central & West South Central 
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In the bulk of the cases, the national average either increased by 
more or decreased by less than the Southern average. This is more 
or less to be expected in light of the relatively more rapid growth of 
capital in the South. The only notable exceptions occur in Industries 
35-39, in which the Southern averages grew more rapidly than the 
national averages in both capital and rates of gross quasi-rent. This is 
partially explained by the relatively greater increase in the capital- 
value added ratio in the nation as a whole. But to some extent it must 
also be attributable to a changing composition of the industrial product 
mix. 

Taking a simple average of the changes for each of the Southern 
regions, one finds that the South Atlantic enjoyed an average annual 
increase of three percent and the West South Central of one percent, 
while the East South Central recorded an average annual decrease of 
one percent. The positive averages for the South Atlantic and West 
South Central regions, however, are exclusively attributable to the 
exceptionally large increases in Industries 38 and 39 respectively. But 
even in the absence of these, there would be approximately no change 
in the average rate of gross quasi-rent. In any event, it is interesting 
to observe that, contrary to the national tendency, changes in the rate 
of gross quasi-rent varied directly with the growth of capital. That is, 
the South Atlantic region enjoyed the greatest rate of capital accumu- 
lation and the greatest increase in the average rate of gross quasi-rent. 
The West South Central was second in both categories, while the East 
South Central was last. 


C. Some Comparison Tests 


Table 16 presents several non-parametric tests for consistency 
in the rates of change in capital and in the capital ratios. The first row 
shows the rank correlations, and their levels of significance, between 
the weighted average Southern changes and the average national 
changes. While the coefficient is relatively small in the case of capital 
growth, it is nonetheless highly significant. In the other cases, the 
coefficients are both relatively large and significant. Generally, this 
implies that changes in the Southern ratios were fairly consistent with 
the national changes from the standpoint of relative magnitude. For 
example, the industry ranking (by magnitude) of changes in the 
capital-value added ratio was about the same in the South as in the 
nation as a whole.®” 


32. This particular rank correlation is immediately obtainable from Table 18. 
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The second row of the table contains the coefficients of concord- 
ance,*? and their levels of significance, for the three Southern regions. 
All of these are fairly large and significant. This means that there is not 
a statistically significant difference among the industry rankings of the 
three Southern regions. To supplement this finding, the final set of 
rows in Table 16 contains the pairwise rank correlation coefficients 
for the three regions. Some of these coefficients are small and not 
statistically significant. This means that there is little or no similarity 
between the rankings of the regions concerned for the change in ques- 
tion. On the other hand, some of the coefficients are clearly significant. 
Comparing the coefficients in each column, one sees that the East and 
West South Central regions are more alike from the standpoint of 
capital growth and the change in the capital-labor ratio, while the 
South Atlantic and the East South Central regions show greater simi- 
larity in ranking the changes in the capital-value added ratio and in 
the rates of gross quasi-rent. 


VI. Conclusion 


As previously stated, national capital aggregates may be 
regionally allocated in an infinite number of ways. The basic justifica- 
tions of the allocation presented here are (a) that the latest NBER 
capital data were used, and (b) that the currently most widely ac- 
cepted semi-aggregate “production function” was utilized as the prin- 
cipal allocative device. Regardless of the justifications, however, any 
particular regional allocation of capital is a set of estimates not sus- 
ceptible of statistical tests based upon probability theory. 


To illustrate the point more clearly, however, note that for the Southern average, 
Industry 26 (tied with 22) recordcd the greatest increase in the capital-value 
added ratio, while Industry 24 had the third greatest increase, etc. For the 
nation as a whole, Industry 26 scored the greatest increase, Industry 24 the 
second greatest, etc. It is this consistency of ranking that is reflected in a large 
and significant coefficient of rank correlation. 

33. In simple rank correlation, one measures the relationship between two sets 
of rankings, e.g., rankings of the rate of capital growth in the South and in the 
nation as a whole. The coefficient of concordance is an extension of this concept. 
In this case, however, one measures, not the correlation between two sets of 
rankings, but the similarity of rankings by different “individuals,” ie., regions. 
As applied to the problem at hand, for each region there is an industry ranking 
according to (say) the magnitude of the rate of capital growth. The coefficient 
of concordance measures the similarity of these industry rankings among the 
three regions. If the coefficient were unity, the three sets of rankings would be 
identical; if zero, there would be absolutely no similarity. For a more complete 
discussion, see Maurice G. Kendall, Rank Correlation Methods (2d ed.; London, 
1955), pp. 94-106. 
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Despite the objections that may be raised against any particular 
allocation, the estimated data and ratios have potentially great signifi- 
cance for regional studies, especially studies of regional industrial 
growth. To be sure, since these particular estimates are based upon a 
specific assumption concerning industry production functions, they 
may not be used to estimate the parameters of regional production 
functions, But any other uses of these data seem, at least a priori, to 
be plausible and statistically justifiable. 
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The Postwar Corps of Engineers 
Program in Ten Southern States: 


An Evaluation of Economic Efficiency 


By Robert Haveman 


In recent years, the existing investment criterion used by the 
Federal government has undergone substantial scrutiny in the work 
of professional economists.1_ These studies had as their goal a refine- 
ment of the objective efficiency criterion used by those Federal agen- 
cies concerned with the evaluation of investment opportunities.? Con- 
sequently, the proposed criteria built upon, modified and, in one case, 
abandoned completely the embryonic form of the existing criterion. 
Because of the indisputable superiority of the proposed criteria, this 
study will apply them to the postwar Corps of Engineers water re- 
source projects in ten Southern states. Through this approach an 
attempt will be made to estimate the misallocation of Federal funds 
and national resources in this area caused by the application of the 


j. Primarily Otto Eckstein, Water Resources Development: The Economics of 
Project Evaluation (Cambridge: Harvard University Press, 1958); Roland Mc- 
Kean, Efficiency in Government Through Systems Analysis, with Emphasis on 
Water Resources Development (New York: John Wiley and Sons, Inc., 1958); 
and John V. Krutilla and Otto Eckstein, Multiple Purpose River Development: 
Studies in Applied Economics (Baltimore: Johns Hopkins Press, 1958), to mention 
only the main contributors. 

2, Because the U.S. Army Corps of Engineers and the Bureau of Reclamation 
were the agencies primarily concerned with such evaluation, these studies cen- 
tered about water resources investment decisions. See Subcommittee on Evalua- 
tion Standards, Proposed Practices for Economic Analysis of River Basin Projects, 
Report to the Inter-Agency Committce on Water Resources, 1958; and Bureau 
of the Budget, Circular A-47, Executive Office of the President, Washington, D.C., 
1958, 
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existing agency criterion. The analysis will be presented in the four 
following stages: (1) a brief description of the Corps program in the 
South; (2) a discussion of the several criteria to be used in the evalua- 
tion, and the assumptions necessary in applying them; (3) the presen- 
tation of the evidence concerning the effect of the application of the 
proposed criteria on the projects; and (4) concluding remarks con- 
cerning the volume of misallocated resources and the probable impact 
of the program on Southern economic development. 


The Corps Program in the South 


Since 1946, Federal government appropriations to the South® 
for flood control, navigation, and other water resource development 
have flowed primarily through the General Construction program of 
the U.S. Army Corps of Engineers. As noted in Table 1, total new 
construction appropriations under this program amounted to over 
$7.5 billion during this period. Of this amount, over $1.5 billion or 20 


Table 1. Water Resource Construction Appropriations to 
Projects in the South under the General Construction Program of 
the Corps of Engineers, by State, in Absolute and Percentage 
Terms, 1946-62 


State or Region GENERAL CONSTRUCTION APPROPRIATIONS® 
($000) % of US. % of South 
Alabama $113 , 787 1.51 7.55 
Arkansas 273,717 3.64 18.16 
Florida 187,141 2.49 12.42 
Georgia 178 ,380 2.37 11.84 
Kentucky 327 , 278 4.35 21.72 
Louisiana 113,415 1.51 7.53 
Mississippi 6,580 .09 44 
North Carolina 58,465 .78 3.88 
South Carolina 87,011 1.16 5.77 
Tennessee 161,179 2.14 10.70 
South 1,506 ,953 20 .04 100.00 
Non-South 6,011,605 79.96 
United States 7,518 , 558 100.00 


a Data computed from information in the House Reports on the Senate-House 
Conference on each of the annual Civil Functions Appropriation Bills from 1946 
through 1962. In each case the appropriation was allotted to the state in which 
the specific project was located. In the cases in which a project was physically 
in two or more states, the appropriation was divided equally among the states. 


3. The ten states included in the study are Alabama, Arkansas, Florida, 
Georgia, Kentucky, Louisiana, Mississippi, North Carolina, South Carolina, and 
Tennessee. 


452 Robert Haveman 


percent of the total, was allocated to projects in the ten Southern states. 
This represents an average appropriation of nearly $50 per person in 
the South. 

Also from Table 1, it is seen that the program strongly favored 
some states to the relative neglect of others. Arkansas, for example, 
received nearly $275 million for new project construction while Mis- 
sissippi received but $6.6 million. The top two Southern states (Ar- 
kansas and Kentucky), with but 3 percent of the nation’s population, 
received 8 percent of the total appropriation and 40 percent of South- 
ern appropriations. On the other hand, the bottom pair (Mississippi 
and North Carolina) possess nearly 4 percent of the nation’s popula- 
tion but received less than 1 percent of the national appropriation 
and but slightly more than 4 percent of Southern appropriations.* In 
the following study, it is the set of projects represented by the appro- 
priation data in Table 1 that will be re-evaluated in terms of the goal 
of allocative efficiency. 


The Criteria for Project Choice 


In the analysis of the “worthwhileness” of any long-lived cap- 
ital purchase, the evaluation of the streams of costs and returns is a 
necessary element. However, the technique by which these streams 
are evaluated is in no wise universal. With each interpretation of 
the stipulated goal and with each definition of the constrained variable, 
a different and unique criterion emerges. Consequently, before we 
proceed to a description of the individual criteria applied in this study, 
let us look briefly at the general concept of allocative efficiency which 
is assumed to be the proper goal for the evaluation of Federal govern- 
ment investment opportunities. 


4.It should be noted, however, that these data omit an offspring of the Corps 
General Construction Program, the Mississippi River and Tributaries Program, 
as well as the entire TVA program, both of which financed projects only in the 
South. If the appropriations to the Mississippi River Program were included in 
the above data, total new construction appropriations would be $8.25 billion, of 
which the South received $2.25 billion, or 27 percent of the total. The appropria- 
tions to Arkansas, Kentucky, Louisiana, Mississippi, and Tennessee would be in- 
creased to $404 million, $373 million, $399 million, $161 million, and $271 
million respectively. Not only is the disparity of appropriations among states 
again evident but, more significantly, the South, as a whole, with 18 percent of 
the nation’s population and 27 percent of the total appropriation, appears especial- 
ly well-blessed. In per capita terms the average appropriation in the United States 
was about $50 as compared with $72 in the South. 
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The Concept of Allocative Efficiency 


Just as a corporation decision-maker calculates and compares 
the relative return on proposed capital projects and then chooses that 
set which will both maximize his stated goal (in this case, profits) and 
exhaust his (in all likelihood) constrained budget, so too must a gov- 
ernmental agency. However, because the government is a social 
institution, the concept of maximum profits loses its meaning, and a 
new goal must be sought. Consequently, in the following analysis, 
the goal of government investment spending will be taken to be the 
maximization of total social welfare. More specifically, because of 
the problems of measurement and interpersonal comparison of utility, 
this goal will be equated with the maximization of national income. 
As the constrained variable in this case is a social cost represented by 
the budget of the governmental unit, it is this value the return on which 
must be maximized. Therefore, the criteria used in the study are all 
designed to point to that set of projects which will maximize the ex- 
pected increases in national income from any governmental expendi- 
ture (national cost). 


The Criteria 


The Benefit-Cost Ratio 


At present, the criterion applied by the Corps of Engineers is 
known as the benefit-cost ratio, and takes the following form: 


Z= 


in which B is the expected annual benefit in the form of additions to 
national income from a project; i is the rate of interest used to dis- 
count the future streams of benefits and costs; ¢ is the estimated life 
of the project; K is the fixed investment cost; and O is the estimated an- 
nual operation-maintenance-and-repair costs.® Since 1946, the expected 
streams of benefits and costs have been evaluated by an interest rate 
equal to the average long-term government bond rate, which has fluc- 
tuated between 2.5 and 3 percent. The length of project life used for 
evaluation during this period has typically been 50 years. If, for any 


“ 


5. It should be noted that this criterion implicitly postulates the entire “ex- 
penditure” of money—a concept embracing both capital expenditure and necessary 
operation-maintenance-and-repair costs—to be the prober budget constraint. 
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given project, the calculated benefit-cost ratio is greater than 1, the 
project becomes eligible for Congressional authorization.® 

For several reasons, economists have found this approach and its 
application to be faulty. Among the major criticisms of the approach 
one finds statements concerning the inadequate definition of the goal 
and budget constraint, the inappropriate evaluation of the time factor, 
and the incomplete treatment of uncertain expectations. Based on 
these criticisms, several alternative approaches have been suggested. 
Because of their conceptual superiority, let us describe and analyze 
these suggestions and apply them to actual project data. 


The Interest-Rate Correction 


This suggestion accepts the basic benefit-cost ratio as an ade- 
quate criterion for choice. Objection is raised, however, to the ex- 
ceptionally low rate of interest used by the Corps to evaluate the 
future streams of benefits and costs. Rather than the long-term bond 
rate, this criterion proposes that a more appropriate estimate of the 
social (or opportunity) cost of capital be used. Because the budget 
committed to water-resource development is raised through the taxa- 
tion of private citizens and therefore any particular public project is 
constructed and maintained at the expense of its private alternative, 
this approach contends that national income can only be maximized 
if funds committed to public projects earn at least as high a return as 
their value in the private sector." Consequently, the traditional bene- 
fit-cost ratio criterion incorporating an interest rate of 4.5 percent, 
estimated to be the social cost of capital by William L. Miller,’ and 


6. In the law, no mention is made of the possible existence of a budget which 
is unable to cover all projects bearing a ratio greater than unity. 

7. It should be noted that, if this concept is incorporated into the benefit-cost 
ratio criterion, the rate of return on all of the projects with a benefit-cost ratio 
greater than 1 will be larger than the measure of the social cost of capital which 
is used. Moreover, if the budget is sufficiently restricted, the social marginal 
productivity of water resource investment will be greater than the social cost of 
capital. 

8. The opportunity cost of Federal investment was estimated by Eckstein for 
the year 1955 to be in the range of 5 or 6 percent. See Krutilla and Eckstein, 
op. cit., pp. 78-130. Harbcrger, following a somewhat different tack, suggests 
the use of a rate of interest in this same range. See Amold C. Harberger, “The 
Interest Rate in Cost-Benefit Analysis,” in U. S. Congress, Joint Economic Com- 
mittee, Federal Expenditure Policy for Economic Growth and Stability, Washing- 
ton, November 5, 1957, pp. 239-41. Miller, using a revision of Eckstein’s tech- 
nique, estimated the social cost of capital to be between 4 and 4.5 percent. It is 
this revised estimate which is used in this test. See William L. Miller, “The 
Magnitude of the Discount Ratc for Government Projects,” Southern Economic 
Journal (April, 1962), pp. 348-56. 
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an estimated length of project life of fifty years forms the essence of 
this test. 

Where B represents the estimated annual stream of benefits, O the 
estimated annual stream of operation-maintenance-and-repair costs, 
and K the investment costs, the traditional form of the benefit-cost 
ratio expressed earlier can be redefined as: 

B , 
O+An K 


in which Ay is the annual capital charge of both interest and amorti- 
zation per dollar of investment costs. Given the rate of interest (7) 
and the length of project life (t), the numerical value of Ai; can be 
secured from a table, “Annuity whose Present Value is 1.”° 


Ts 


The Eckstein-Krutilla Proposal 


Again, the traditional benefit-cost framework is preserved. 
However, in an attempt both to correct the deficiency of the interest 
rate concept used by the Corps and to preserve the “long-term per- 
spective” of the resource development program, both the interest 
rate and the length of project life have been modified. Proposing use 
of the social cost of capital concept and accepting their estimate of 
this rate, Eckstein and Krutilla suggest that the expected benefit and 
cost streams be evaluated with a 5.5 percent rate of interest. In order 
to preserve the long-term perspcctive of the program, they suggest 
using a length of project life of one hundred years instead of fifty.!° 


The Eckstein Proposal 


Eckstein elsewhere argues that, because the program under 
consideration will provide its benefits to future generations, it is not 
’ at all certain that the cost of capital to the present generation is the 
correct evaluation. Assuming that, as a nation, we “.. . prefer rejec- 
tion of present intertemporal preferences in favor of a redistribution 
of income towards future generations,” he proposes using the social 
rate of time preference in place of the opportunity cost of capital. He 
defines the social rate of time preference as that rate which a majority 
of the populace would choose as a guide to long-term investment 
projects whose income streams will go to large masses of population 

9. The numerical value of A,, used in this test is .05060215. 


10. Krutilla and Eckstein, op. cit. The numerical value of A;, in this case 
is 05526132. 
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at a later date.1!_ Rather arbitrarily, Eckstein estimates this rate to be 
approximately 2.5 percent and proposes that projects be evaluated 
by means of a benefit-cost ratio making use of this rate. However, 
to insure that the entire Corps program earns a rate of return equal to 
his estimate of the opportunity cost of the funds committed (see note 
8), he recommends that no project displaying a benefit-cost ratio 
smaller than 1.4 be accepted. The length of project life in this test is 
again assumed to be fifty years. 


The McKean Proposal 


Whereas each of the above criteria views the relevant budget 
constraint to be the total “expenditure of money” and consequently 
aims at the maximization of the present value of the future income 
stream created by this expenditure, the McKean proposal has a rather 
different point of view on both the concept of the budget and the 
quantity to be maximized. By assuming that the future national water- 
resources construction budget is invariate with regard to the volume 
of necessary operating expenses arising from already constructed 
projects, McKean views the relevant constraint to be only the capital 
budget (K).12 Moreover, he interprets the concept “maximum na- 
tional present value” to mean the maximum growth of asset values 
throughout the period.’8 

With this definition of both the goal and the relevant budget con- 
straint of the water-resource development program, McKean argues 
that the necessary criterion is the internal rate of return rather than 
the benefit-cost ratio. By applying the recommendation by Har- 

11. This rate is suggested by both Eckstein and Joe S. Bain. Eckstein, op. cit., 
pp. 99-104; and Joe S. Bain, “Criteria for Undertaking Water-Resource Develop- 
ments,” American Economic Review, L (May, 1960), 315-16. 

12. It should be noted here that McKean’s argument for such a constraint is 
based on the judgment that both marketable (e.g., irrigation and power) and 
non-marketable (e.g., flood control) project benefits are, in some sense, current 
receipts available for reinvestment by the government. This judgment has been 
open to severe criticism. See Julius Margolis, “The Economic Evaluation of 
Federal Water Resource Development,” American Economic Review, XLIX 
(March, 1959), 105; and John V. Krutilla, “Some Recent Developments in River 
Basin Planning and Evaluation,” Journal of Farm Economics, XL (December, 
1958), 1676. 


13. This judgment is likewise doubtful. Is it true that the maximum growth of a 
water resource program is the desired goal of such a program? 
14, The formulation for this test is: A;, =o 
K 
Taking ¢ to be fifty years, the value of the rate of return can be determined 
from a table, “Annuity whose Present Value is 1.” 
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berger that no project bearing a rate of return below 6 percent should 
be constructed, the McKean proposal likewise separates the projects 
into two distinct groups. 


A Proposed Adjustment for Uncertainty 


The adjustment for uncertain expectations proposed here, al- 
though far from a complete treatment, does focus attention on a phase 
of the problem which has thus far been neglected, i.e., the existence 
of disparate elements of uncertainty present in project costs and bene- 
fits.1° Essentially, it is proposed that allowance for this disparity be 
made through the insertion of a dual premium into the proper interest 
rate in the discounting of future costs and benefits. 

Before examining the proposal, however, let us state and defend 
some rather basic assumptions upon which it is founded. First, it is 
assumed that a single-valued criterion is suitable for the treatment of 
certain types of risk and uncertainty. In so far as the purpose of a 
criterion is to serve as a standard for choice between alternative pro- 
posals, it follows that the more valuables which a criterion serves to 
evaluate, the more helpful it will be in the decision-making process. 


15. The uncertainties present in water-resource projects can, for analytical 
purposes, be separated into three categories: (1) uncertainties peculiar to the 
concepts in which all projects are evaluated, i.e., future costs and benefits; (2) 
uncertainties peculiar to particular types of projects; and (3) uncertainties pe- 
culiar to individual projects. It is the first of these types for which this analysis 
specifically accounts. The presumption that there exists a greater degree of un- 
certainty in the benefit concept than in the cost concept (which presumption 
forms the heart of this proposed treatment) has been noted and defended else- 
where. See Fred A. Seaton, “Federal Expenditures and Programs for the Dcvelop- 
ment of Natural Resources,” in U.S. Congress, Joint Economic Committee, op. cit., 
p. 655 and Robert Dorfman, “Basic Economic and Technologic Concepts: A Gen- 
eral Statement,” in Design of Water Resource Systems, Arthur Maass, Maynard 
Hufschmidt et al. (Cambridge: Harvard University Press, 1962), p. 104. It 
should also be noted that the term uncertainty as used in this study includes 
both sides of the Knightian dichotomy, i.e., risk and true uncertainty. Because 
elements of both risk and true uncertainty are present and inseparable in each 
of the categories of uncertainties mentioned above, the general notion of un- 
certain expectations is the one applied. Consequently, when it is claimed that 
future benefits are more uncertain than future costs, it is equivalent to stating 
that the degree of credibility associated with the expected value of benefits is 
smaller than the degree of credibility associated with the expected value of future 
costs. See Frank Knight, Risk, Uncertainty and Profit (reissue) (London: 1948), 
pp. 225-31; Nicholas Georgescu-Roegen, “The Nature of Expectation and Un- 
certainty,” in Expectations, Uncertainty and Business Behavior, ed. Mary Bowman 
(New York: Social Science Research Council, 1958); and Robert Haveman, “The 
Post-War Southern Federal Rivers and Harbors Program: An Analysis of Alloca- 
tive Efficiency and Regional Impact” (Ph.D. dissertation, Dept. of Economics, 
Vanderbilt University, 1963). 
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To be eligible for inclusion in the criterion, however, a variable must 
be of a form common to all the alternatives. Although those uncertain- 
ties peculiar to various types of projects or peculiar to individual proj- 
ects cannot be included in a unique criterion applied to all proj- 
ects, that type of risk and uncertainty which is common to all projects, 
such as the difference in the degree of uncertainty between costs (in 
general) and benefits (in general), is eligible for inclusion. Second, 
it is assumed that the concept of “certainty equivalent” is the correct 
approach in making an allowance for uncertainty. Having been ap- 
plied in most classical discussions of behavior under non-static con- 
ditions, especially in analyzing buyer’s and seller’s uncertain expecta- 
tions toward future prices!® and more recently in the analysis of pri- 
vate investment behavior,’ it appears that this same approach is 
acceptable in the appraisal of government investment decisions. Fi- 
nally, it is assumed that the degree of disutility is a positive function of 
the degree of uncertainty; that “[e]ntrepreneurs and consumers prefer 
as a rule more definite to less definite expectations.”1® Consequently, 
it is asserted that a representative government, as a reflector of the 
attitude of the populace, should, in its role as investor of public funds, 
treat uncertainty as something to be avoided rather than courted. 

Based on the more uncertain nature of benefits as opposed to costs, 
the goal of this proposal is to attempt to reach a quasi-certainty equiv- 
alent figure for both estimated costs and benefits.1® With the basic 
benefit-cost ratio accepted, it is proposed that a dual premium (dis- 
count) be incorporated into the appropriate interest rate used in the 
discounting of deferred effects. The higher of the two rates will be 
used in the discounting of expected benefits and the lower in the 
discounting of deferred costs. 

The first of the two variables which determine the size of this net 
premium centers about the dual role played by the government as it 

16.See Oscar Lange, Price Flexibility and Employment (Bloomington, In- 
diana: Principia Press, Inc., 1944), pp. 29-31; J. R. Hicks, Value and Capital 
(Oxford: Clarendon Press, 1946), p. 125; and Milton Friedman, “Discussion,” 
American Economic Review, Papers and Proceedings, XL (May, 1950), 196. 

17. See F. Modigliani and M. H. Miller, “The Cost of Capital, Corporation 
Finance and the Theory of Investment,” American Economic Review, XLII (June, 
1958), 262, 

18. Lange, op. cit., p. 80. See also A. C. Pigou, The Economics of Welfare 
(London: Macmillan, 1948), p. 776. 

19. The term quasi-certainty is used to avoid the misconception that this 
modification attempts to make allowance for all forms of uncertainty. This it does 
not do. Its goal is to treat only that type of uncertain expectation which is 


capable of being treated in a single-valued criterion, i.e., uncertainties related to 
all costs and benefits. 
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evaluates costs and benefits. As it evaluates costs, the government 
plays the role of a buyer: a buyer of resources to construct, operate, 
and maintain its projects. The certainty equivalent value for a buyer 
who finds greater uncertainty to be a disutility will be a value which 
is greater than the expected value with uncertainty. As Lange states, 
“,.. buyers consider a price or cost expected with greater uncertainty 
as equivalent to a higher most probable price or cost expected with 
less uncertainty.” To achieve this result by means of an interest-rate 
adjustment necessitates the injection of a discount into the appropriate 
base interest rate. 

In its role as an analyzer and estimator of benefits, the government 
acts as a seller. Its role here is like that of a large corporation whose 
stockholders are the taxpayers and whose revenue from operations is 
similar to benefits from investment projects. Project benefits thus re- 
semble sales, and as a producer of benefits, the government’s role is 
that of a seller. In the case of a seller who is faced with uncertain 
expectations, the certainty equivalent value will be less than the ex- 
pected value under conditions of uncertainty. “An increased disper- 
sion will have the same effect as a reduction of the expected price, in 
cases where the individual plans to sell.” Again, this directional 
change can be achieved through a modification of the appropriate base 
interest rate. The modification in this case, however, will have to be 
the injection of a premium into the interest rate. Consequently, to 
achieve a quasi-certainty equivalent for deferred costs and benefits we 
must adjust the two expected uncertain values in opposite directions.”? 
In order to approximate the quasi-certain values for both costs and 
benefits, we must discount deferred costs at a rate which is smaller 
than the beginning base rate and discount benefits at a rate which is 
larger than the original interest rate. 

The second reason which will lead to a net premium is the pre- 
sumption that benefits involve a greater degree of uncertainty than do 
costs.23. “As more definite expectations are preferred to less definite 
ones, the risk premium is the greater the greater the degree of uncer- 
tainty of the actual expectation.”** For our framework, this implies that 
the interest rate used to discount benefits will deviate positively from 

20. Lange, op. cit., p. 30. Compare also J. R. Hicks, op. cit., p. 125. 

21. Hicks, op. cit., p. 125. 

22, Lange, op. cit., p. 31. “For sellers the risk premium is positive, for buyers 
it is negative. By means of this device, uncertain . . . expectations can be 
reduced to certain ones.” 


23. See note 15. 
24, Lange, op. cit., p. 31. 
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the original appropriate rate more than the interest rate used to dis- 
count deferred costs will deviate negatively from this rate.®® Thus, ac- 
cepting the benefit-cost ratio as the proper general form of the criteria 
and working from a base interest rate of 4.5 percent taken to be the 
social cost of capital, a premium of 1 percent was added to the rate in 
the discounting of future benefits and a premium of 0.5 percent was 
subtracted from the base in the discounting of future costs. The net 
premium is, therefore, 1.5 percent.?® Again, fifty years is taken to be 
the estimated length of project life. 


Application of the Criteria 


At its most basic level, then, the study involves the applica- 
tion of these proposed criteria to the data of the projects already con- 
structed or under construction in ten Southern states since 1946. All 
of the data is based upon substantial economic base studies as out- 
lined in the Corps Manuals?* and was obtained from the 11 district 


25.It should be noted that the only other detailed treatment of uncertainty 
by means of an adjustment in the rate of interest, that of Eckstein, fails to consider 
both the need of including a discount in the rate used in evaluating costs and 
the existence of a substantial difference in the degree of uncertainty between 
costs and benefits. Eckstein, op. cit., pp. 86-90. By the use of an interest rate 
bloated by the inclusion of a positive risk premium to discount both deferred 
benefits and costs, Eckstein is adjusting the concept of costs in the wrong direc- 
tion: by the use of but a single interest rate, the intrinsic difference in the uncertain 
nature of expectations associated with costs and benefits is ignored. It is the 
argument of this paper that an allowance for risk and uncertainty can be approxi- 
mated in a single-valued criterion only through a recognition of both of these 
factors. 

26. For defense of the size of the premium or discount chosen, see Eckstein, 
op. cit., pp. 89-90; and Miller, op. cit., pp. 354-56. Because of the use of 
the dual rate of interest, the simpler formulation of the benefit-cost ratio 
as presented on p. 455 cannot be applied. In this case, the traditional form 
of the ratio must be used in which B, O, and K are defined as above but where 
i, is the rate of interest used to evaluate the stream of costs and fg is the rate 
used to evaluate the stream of benefits, i.e., 


B 
(+i, 
K i350 = ; 

(14+1,)! 
Given i, and i, and the length of project life, the factors by which B and O must 
be multiplicd to yield their present value can be secured from a table, “Present 
Value of an Annuity.” The value of the B factor is 16.931518, and the value of 
the O factor is 21.4821864. It should be noted that, in all of these tests, the 
interest rate is assumed constant for the entire seventeen-year period. For defense 
of this assumption, see Krutilla and Eckstein, op. cit., pp. 119-20. 

27. U.S. Army, Corps of Engineers, Survey Investigations and Reports, EM1120- 

2-101. 
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offices of the U.S. Army Corps of Engineers which are concerned with 
project evaluation in these states. Through these studies, estimates 
of future annual flows of benefits and operation-maintenance-and-re- 
pair costs, as well as estimates of total investment cost, were secured 
for each of the projects. It is this “raw material” to which the pro- 
posed efficiency criteria are applied in appraising the Corps program. 

In order to illustrate the application of the tests described above, 
the Corps data for one of these projects will be presented and evaluated 
by each of the tests. The data used is that computed for the Beaver 
Reservoir project, located in northwest Arkansas. The project was a 
“new start” in 1959, and by 1962 it had received some $14.5 million in 
appropriations. At the time of the decision to construct the project, 
the Corps estimated that it would produce an annual stream of benefits 
(B) of $3,614,000, and would require $1,182,000 annually in operation- 
maintenance-and-repair costs (O) and $58,238,000 in original invest- 
ment costs (K). Given this set of data, the Corps applied its benefit- 
cost ratio to the project, using an interest rate of 2.5 percent and an 
estimated length of project life of fifty years. The resulting ratio which 
was presented to Congress was 1.l1—quite acceptable under the law. 


Table 2. Results of the Proposals When Applied to the 
Beaver Reservoir Project 


Criteria Computed Value 
A The Interest Rate Correction 88 
B The Eckstein-Krutilla Proposal 82 
C The Eckstein Proposal 1.12 
D The McKean Proposal .042 
E The Uncertainty Allowance Proposal .73 


By applying the five proposals to this same data, substantially different 
results appear. These results are presented in Table 2. In no case, 
it should be noticed, is the project found to be acceptable. Proposals 
A, B, and E each reject the project because it bears a benefit-cost ratio 
below 1, Proposal C rejects it because it bears a benefit-cost ratio be- 
low the cut-off minimum of 1.4, and Proposal D rejects it because its 
internal rate of return is below the cut-off minimum of 6 percent. 

In performing such a re-evaluation, several necessary assumptions 
must be made. Because of the inability of economic science to meas- 
ure the worth of certain phenomena, it should be noted that these “in- 
tangibles” are not included in the estimates of annual benefits or costs. 
Lives saved through flood control, the “costs” of increasing the size 
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of the Federal government, and contributions of a project to the na- 
tional defense effort are examples of such indirect benefits (costs) 
which cannot be measured in dollar terms. It is, therefore, assumed 
that these intangibles are non-existent. Also, it is assumed that the 
configuration of benefits and operating costs through time is as posited 
by the Corps, i.e., that the stream of values is constant and continuous 
and stops abruptly at the end of the estimated project life. Moreover, 
it is assumed that the projects are mutually exclusive and independent, 
ie., that side calculations have already been made to determine the 
best combination of projects to be included in an entire river-basin 
program.?® Finally, it is assumed that the Corps estimates of benefits 
and costs are accurate; that there is neither over- nor under-estimation 
of the values involved,?9 


The Results of the Study 


During the seventeen-year period from 1946 to 1962, 163 proj- 
ects in the ten-state area received Federal appropriation. Of these 163 
projects, 35 were still under construction at the close of fiscal year 1962. 
The total amount of Federal funds committed to these projects amounts 
to approximately $2,687,942,000.2° For 9 of the 163 projects, no 
benefit-cost computations were performed by the Corps of Engineers, 


28. When a project is started which is but an integral part of an entire river- 
basin program, the data for the entire program at the time the project is started 
are used to evaluate the project rather than the data of the project alone. 

29. The doubtful quality of this assumption is well known and recognized. 
To simply assume that these estimates are accurate covers up a host of necessary 
assumptions made in calculating the estimated values: assumptions concerning 
price projections, population growth, future land use and value, future river ton- 
nage, and future demand for power, to mention but a few. For example, one 
of the most significant sources of bias in the expected benefit stream enters because 
of the excessive inclusion of secondary or indirect benefits. Examples of such 
benefits include reduction of losses of wage payments because of the control 
of flooding and the increase of property values because of the increased activity 
caused by navigation improvements. Bias is also introduced by the use of rail 
rates instead of out-of-pocket rail costs in the estimation of navigation benefits. 
Elucidation of these and description of many more less significant, but also 
important, defects in the measurement procedure can be found in the following 
sources: Eckstein, op. cit., pp. 110-258; Otto Eckstein, “Evaluation of Federal 
Expenditures for Water Resource Projects,’ in U.S. Congress, Joint Economic 
Committee, op. cit., pp. 657-67; and Task Force on Water Resources and Power, 
Commission on Organization of the Executive Branch of the Government, Report 
on Water Resources and Power (Washington, 1955), I, 126-45; II, 294~99, 789- 
821, 935-53; III, 1275-99, 1317-95. 

30. The concept of Federal funds committed is a rather hybrid quantity. It 
consists of the funds already appropriated to the 163 projects plus the latest 
estimate of the necessary appropriations needed to complete the projects yet under 
construction. 
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Table 3. Distribution of 147 Water-Resource Projects Con- 
structed in Ten Southern States from 1946-62 by Benefit-Cost Ratio 
Presented by the Corps of Engineers to the Congress at the Time 
of Initial Appropriation® 


Federal Funds Percent of Total 
Benefit-Cost Number of Committed Federal Funds 
Ratio Projects ($000) Committed 
.60-.79 0 
.80-.99 3 $95, 970 3.62 
1.00-1.19 36 786 , 339 29.74 
1.20-1.39 26 361 ,375 13.67 
1.40-1.59 24 317 ,093 11.99 
1.60-1.79 16 326 ,066 12.34 
1.80-1.99 7 50 ,492 1.91 
2.00-2.49 16 527 ,768 19.96 
2.50-2.99 5 17 ,890 .68 
3.00-4.99 11 147 ,885 5.59 
5.00 or more 3 13,123 .50 
Total 147 $2,644,001 100.0 


2 The length of project life is assumed to be fifty years unless specifically 
stipulated to be less by the Corps. 


as project justification was based on non-economic grounds. The 
committed Federal funds accounted for by these 9 projects is $9,339,- 
000. On 7 additional projects, benefit-cost records were not available 
from the Corps offices, nor could they be secured from the documents 
or hearings. The Federal funds committed by these projects totals 
$34,602,000. On the remaining 147 projects, the benefit-cost data 
were secured, and it is to these projects that the proposed efh- 
ciency criteria have been applied. The Federal funds committed by 
this group of projects total $2,644,001,000, or 98.4 percent of the total. 
The results of the application of these criteria are summarized, together 
with the original Corps evaluation, in Tables 3 through 8. 

Table 3 presents the benefit-cost ratios which faced the Congress 
at the time that the initial appropriation was made on each of the 
projects, that is, at the time that each project was a “new start.” It 
should be noted that even under the Corps’ own concept of efficiency, 
three projects were constructed in which the national outlay exceeded 
the expected return. Also, it is significant that by far the largest con- 
centration of projects, both in absolute number and in Federal funds 
committed, is located at the very bottom end of the distribution—the 
range which, even under the most liberal interpretation, is marginal. 
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Table 4. Distribution of 147 Water-Resource Projects Con- 
structed in Ten Southern States from 1946-62 by Benefit-Cost Ratio 
When Future Streams Are Evaluated by a 4.5 Percent Rate of 
Interest? 


Federal Funds Percent of Total 
Benefit-Cost Number of Committed Federal Funds 
Ratio Projects ($000) Committed 
.60-.79 9 $295 , 527 11.18 
.80-.99 38 822,616 31.11 
1.00-1.19 33 277 ,009 10.48 
1.20-1.39 23 520 ,679 19.69 
1.40-1.59 9 151,749 5.74 
1.60-1.79 10 314 ,496 11.89 
1.80-1.99 2 3 , 346 18 
2.00-2.49 10 185,271 6.25 
2.50-2.99 3 74,216 2.81 
3.00-4.99 8 9,644 .36 
5.00 or more 2 9,448 .36 
Total 147 $2,644,001 100.0 


8 See note, Table 3. 


The weighted average benefit-cost ratio of the projects as evaluated 
by the Corps is 1.67.1 

Table 4 presents the results secured from the application of the 
Interest Rate Correction (Proposal A). The effect of this re-evaluation 
is to shift the entire schedule of benefit-cost ratios downward substan- 
tially. Whereas the modal class is 1.00-1.19 in the Corps distribution, 
the modal class in this distribution decreases to the .80-.99 range. This 
is likewise reflected in the weighted average benefit-cost ratio which, 
for this distribution, is a meager 1.3. Of the 147 projects, 47 were 
found unacceptable, representing some 42 percent of the committed 
Federal funds. 

Table 5 presents the distribution of projects when the length of 
project life is assumed to be one-hundred years to insure the long- 
range nature of the program, and the social cost of capital raised 
through taxes is accepted as the appropriate rate of interest and is 
estimated to be 5.5 percent by Eckstein-Krutilla (Proposal B). The 
effect of this test is more severe than the previous test. Of the 147 
ZX w 

Zu 
in which X,, is the weighted arithmetic mean, X is the benefit-cost ratio, and w is 
the amount of Federal funds committed by a project. 


31. The formula used to compute the average is the following: X,= 
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Table 5. Distribution of 147 Water-Resource Projects Con- 
structed in Ten Southern States from 1946-62 by Average Rate of 
When Future Streams Are Evaluated by a 5.5 Percent Rate of 
Interest® 


Federal Funds Percent of Total 
Benefit-Cost Number of Committed Federal Funds 
Ratio Projects ($000) Committed 
.60-.79 18 $399 ,153 15.10 
.80-.99 42 761,017 28.77 
1.00-1.19 35 642,210 24.29 
1.20-1.39 12 179,245 6.78 
1.40-1.59 9 110 ,322 4.17 
1.60-1.79 8 293 ,475 11.10 
1.80-1.99 6 93 ,813 3.55 
2.00-2.49 6 143 ,583 5.43 
2.50-2 .99 3 7,549 .29 
3.00-4.99 6 4,186 .16 
5.00 or more 2 9,448 36 
Total 147 $2,644,001 100.0 


a The length of project life is assumed to be one hundred years unless specifi- 
cally stipulated to be less by the Corps. 


Table 6. Distribution of 147 Water-Resource Projects Con- 
structed in Ten Southern States from 1946-62 by Benefit-Cost Ratio 
When Future Streams Are Evaluated by a 2.5 Percent Rate of 
Interest® 


Federal Funds Percent of Total 
Benefit-Cost Number of Committed Federal Funds 
Ratio Projects ($000) Committed 
.60-.79 0 
.80-.99 1] $94 ,600 3.58 
1.00-1.19 25 477 ,694 18.07 
1.20-1.39 31 568 , 757 21.51 
1.40-1.59 22 187 ,082 7.07 
1.60-1.79 21 514, 953 19.47 
1.80-1.99 7 91,123 3.45 
2.00-2.49 17 450 ,032 17.02 
2,.50-2.99 7 97 ,866 3.70 
3.00-4.99 12 148 ,751 5.63 
5.00 or more 4 13,123 .50 
Total 147 $2,644,001 100.0 


4 See note, Table 3. 


466 Robert Haveman 


projects accepted for construction, 60 fail to pass the efficiency re- 
quirement posed by Eckstein-Krutilla. Nearly 45 percent of the com- 
mitted Federal funds belong in this category. This severity is also 
reflected in the weighted average benefit-cost ratio, which has de- 
clined to 1.2. 

Table 6 presents the results necessary for the application of the 
criteria suggested by Eckstein (Proposal C). In applying this test, 
a low rate of interest (2.5 percent) was used to evaluate future streams 
of benefits and costs, and a cut-off benefit-cost ratio of 1.4 was applied 
to assure an adequate rate of return of 6 percent. From the table, then, 
it can be seen that 57 of the 147 projects, representing about 43 percent 
of total funds committed, fail to satisfy the standard posited by Eck- 
stein. 

Based upon the suggestion presented by McKean (Proposal D), 
Table 7 displays the 147 projects by the average rate of return. Again, 
the bulk of projects are seen to cluster at the lower end of the scale. 
The weighted average rate of return for the 147 projects is .0644. If 
the recommendation by Harberger were applied, that no project should 
be constructed which did not return at least 6 percent, 84 of the 147 
projects should have been rejected, implying that nearly 60 percent 
of the total committed Federal funds have been allocated to projects 
failing to pass this test. 


Table 7. Distribution of 147 Water-Resource Projects Con- 
structed in Ten Southern States from 1946-62 by Average Rate of 
Return? 


Federal Funds Percent of Total 
Rate of Number of Committed Federal Funds 
Return Projects ($000) Committed 
.0200-—.0299 8 $142 ,786 5.40 
.0300-.0399 24 565 ,658 21.39 
.0400-.0499 27 451, 244 17.07 
.0500-.0599 25 373 ,030 14.11 
.0600-.0699 14 377 , 531 14.38 
.0700-.0799 7 69,783 2.64 
.0800-—.0899 8 105,099 3.97 
.0900-.0999 4 283 ,728 10.75 
.1000—.1499 18 246 ,059 9.31 
.1500-.1999 3 11,481 .43 
.2000-—.2999 3 4,371 17 
.38000 or more 6 13,281 50 
Total 147 $2,644,001 100.0 


a See note a, Table 3. 
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Table 8. Distribution of 147 Water-Resource Projects Con- 
structed in Ten Southern States from 1946-62 by Benefit-Cost Ratio 
When Allowance for Uncertainty Is Made in the Criterion® 


Federal Funds Percent of Total 
Benefit-Cost Number of Committed Federal Funds 
Ratio Projects ($000) Committed 
.60~.79 33 $806 , 581 30.51 
.80-.99 46 631,118 20.09 
1.00-1.19 24 577 ,792 21.85 
1.20-1.39 12 160 ,812 6.08 
1.40-1.59 8 305 , 952 11.57 
1.60-1.79 7 96 , 980 3.67 
1.80-1.99 2 18 ,792 71 
2.00-2.49 6 130 , 900 4.95 
2.50-2.99 4 1,918 .07 
3.00-4.99 3 3,708 14 
5.00 or more 2 9 448 .36 
Total 147 $2,644,001 100.0 


4 See note, Table 3. 


When uncertainty is treated as disutility to the community and 
when allowance is made for this disutility in the rate of interest, the 
resulting benefit-cost configuration is as presented in Table 8 (Pro- 
posal E). The effect of the premium (discount) is clearly seen in 
the resulting distribution. Over one-half of both the number of proj- 
ects and the Federal funds committed are excluded by this test. The 
weighted average benefit-cost ratio in this case falls to a minute 1.11. 

In the re-evaluation process, then, each of the alternative efficiency 
criteria, all of which have as their objective the maximization of na- 
tional income, rejected a significant proportion of the projects. When 
measured by Federal funds committed, the proportion varies from 42 
percent in the case of the interest-rate correction test to 58 percent in 
the rate of return-Harberger proposal. For any given project, how- 
ever, the results may be quite varied, i.e., and given project may be 
accepted by some of the tests and rejected by the others in any com- 
bination. Table 9 portrays in a crude way the degree of such in- 
consistency in the results of the tests. 

In 107 of the 147 projects, complete consistency was achieved. Of 
these projects, 62 were accepted by all of the criteria and 45 were 
rejected by all. In the remaining 40, the answer given by the proposed 
criteria is not so neat, since individual projects are accepted by some 
and rejected by others. By percent of Federal funds committed, how- 
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Table 9. Distribution of Number of Rejections out of Five 
Tests for Each of 147 Water-Resource Projects Constructed in Ten 
Southern States from 1946-62 


Federal Funds Percent of Total 

Number of Number of Committed Federal Funds 
Rejections Projects ($000) Committed 

0 62 $1,109,944 41.98 

1 6 196, 299 7.42 

2 16 168 ,830 6.39 

3 10 36,612 1.38 

4 8 23,971 91 

5 45 1,108 ,345 41.98 

Total 147 $2,644,001 100.0 


ever, the degree of consistency is somewhat more clear; 84 percent of 
the Federal funds committed were allocated to projects accepted or 
rejected by all of the criteria and only 16 percent were allocated to 
projects in which the answer was inconsistent. 

The inconsistency present among the criteria is not limited, how- 
ever, to the type pointed out above in which those projects on the 
margin can be placed on different sides of the acceptance-rejection 
line by different criteria. This type of inconsistency can occur simply 
because of the higher standard of justification required by some cri- 
teria as compared to others, i.e., some criteria may simply be willing 
to move further down a list of monotonically ranked projects than 
others. Such a situation is obviously present, but an inconsistency 
of a higher order is also worthy of note. When some projects accepted 
by criterion Z are rejected by criterion Y while some projects accepted 
by criterion Y are rejected by criterion Z, such higher-level inconsist- 
ency is present. This inconsistency appears as a disparity in the actual 
ranking of the projects and its extent is expressed in Table 10. 

Thus, for example, in comparing the results of the Eckstein test 
with the results of the proposal by Krutilla-Eckstein, it is seen that a 
substantial overlap exists. Among the ninety projects accepted by the 
Eckstein test, there were six that were rejected by the Krutilla-Eckstein 
formulation (row C, column B). Conversely, of the eighty-seven 
projects accepted by Krutilla-Eckstein, four possessed benefit-cost 
ratios below 1.4 when evaluated at a 2.5 percent rate of interest and 
were, therefore, not acceptable under the Eckstein test (row B, 
column C). 
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Table 10. Degree of Inconsistency among the Six Criteria 
Caused by Non-Unique Ranking of Projects as Expressed in the 
Acceptance-Rejection Decisions 


No. No. No. No. No. No. 
Criteria Rej. Rej. Rej. Rej. Rej. Rej. 
byA byB ByC ByD’ ByD_ ByE& 


No. Accepted by Interest-Rate 


Correction (A) ae 12 11 26 35 31 
No. Accepted by 

Eckstein-Krutilla Proposal (B) 0 Ss 4 13 24 19 
No. Accepted by 

Eckstein Proposal (C) 1 6 553 17 25 21 
No. with Rate of Return of 

5.5% or more (D’) 0 0 1 dvs 10 5 
No. with Rate of Return of 6% 

or more (D) 1 0 1 0 Kes 1 
No. Accepted by Uncertainty 

Allowance Proposal (E) 0 0 0 0 8 


Table 10 yields yet another insight. In setting up his test, Eck- 
stein realized that, because the ratio of operating costs to investment 
costs directly influenced the size of the benefit-cost ratio, the choice 
of a single value as a cut-off benefit-cost ratio would lead to the acccpt- 
ance of some projects, namely those of low capital intensity, with a 
rate of return significantly below the desired rate; and the rejection 
of some, namely those of high capital intensity, with a rate of return 
above the desired rate. In defense of his method, however, he makes 
the following assertions: “. . . the marginal projects which would be 
undertaken under the proposed test would not represent a misalloca- 
tion of capital into a use in which it is incapable of earning a satis- 
factory rate of return”?; “. . . an interest rate of 2% per cent coupled 
with a ratio of 1.4 are combinations which will produce an average 
rate of return for the entire federal program of about 6 per-cent. . . .”33 

Both of these statements appear rather untenable. The evidence in 
Table 10 rather effectively illustrates the costs involved in choosing a 
single benefit-cost ratio as a cut-off. Although the ratio chosen by 
Eckstein (1.4) aimed at yielding a rate of return of 6 percent, it, in 
fact, accepted twenty-five projects with a rate of return less than 6 
percent (row C, column D), accepted seventeen projects with a rate 


32. Eckstein, op. cit., p. 101. 
33. Ibid., p. 104. 
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of return less than 5.5 percent (row C, column D’), and rejected one 
project with a rate greater than 6 percent (row D, column C). Con- 
sequently, in opposition to the first statement, it appears that marginal 
projects may well be accepted even if they do not yield a satisfactory 
rate of return. Of the projects accepted by the Eckstein test, for 
example, two had rates of return less than 4.5 percent. 

As regards the second statement, there is no more reason for claim- 
ing that such a combination of interest rate and cut-off benefit-cost 
ratio will yield an avcrage rate of return of 6 percent than claiming 
that the average return will be 7, 8, 9, or any other percent. The adop- 
tion of such a single benefit-cost ratio only assures that some projects 
bearing rates of return equal to or greater than the desired rate (6 
percent in this case) will be rejected by the test while other projects 
bearing rates of return less than the desired rate will be accepted. 
The average rate of return of the entire Federal program depends, 
then, upon the ability of the average rate of return of those accepted 
projects with a rate of return greater than 6 percent to outweigh the 
average rate of return of those accepted projects with a rate of return 
less than 6 percent. Consequently, the two statements in defense of 
the Eckstein test appear quite unwarranted. 


Conclusion 


From the evidence presented, one can hardly doubt that a 
great number of projects have been constructed which, if economic 
efficiency had been the sole objective, would not have been con- 
structed. Although each of the above criteria has presented somewhat 
varied estimates of the misallocation of national resources (see Tables 
4-8), it seems plausible that some acceptable estimate of the size of 
this misallocation is possible. Consequently, it will be assumed that 
any project that is rejected by three or more of the five tests should 
not have been constructed; that any project which is accepted by three 
or more of the five tests should have been constructed. For those 
projects in the latter category, it is presumed that national income is 
the greatest possible per dollar devoted to rivers-and-harbors develop- 
ment. For projects in the former category, the reverse is presumed 
true. According to this approach, then, it appears that 63 of the 147 
projects representing $1,169,000,000 of committed Federal funds, or 
44.2 percent of the total, are devoted to projects which should not have 
been undertaken: projects the construction of which has led to a mis- 
allocation of national resources and economic waste. 
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However, abstracting from this gross inefficiency present in the 
program, it seems likely that the goal of Southern economic develop- 
ment has, on balance, been aided by the program. In so far as the 
South’s low-income problem stems from small-plot, labor-intensive 
agriculture, lack of capital, and substantial immobility of labor, several 
comments concerning the effect of this investment on Southern devel- 
opment are relevant.*+ 

First, it seems quite likely that the flood-control aspect of the pro- 
gram which is aimed at the prevention of agricultural flooding may be 
of relatively little benefit to the cause of Southern growth. In so far 
as such river bed regulation accomplishes its goal, it is true that pro- 
duction, land values, and incomes will be supplemented. However, it 
appears rather doubtful that the increase in income will be sufficient 
to bring it into equality with the farmer's potential income off the 
farm. In so far as agricultural out-migration (and consequent plot 
consolidation) are thus retarded while farm productivity is not sig- 
nificantly increased, such an expenditure may not, in fact, be of posi- 
tive aid to the forces for economic development. 

On the other hand, the extensive use of reservoirs for both naviga- 
tion and flood-control purposes may well provide a positive stimulus 
for agricultural out-migration. Because the area inundated by reser- 
voir projects is mainly rural, out-migration at least from the flooded 
region, if not from agriculture itself, is stimulated. Also, because of 
such forced movement, the stagnancy of community life and values is, 
to some extent, disrupted, and the existence of these barriers to devel- 
opment is consequently decreased. 

Third, the degree of capital attraction present in various types of 
expenditure appears important in light of the existence of severe 
capital scarcity in the Southern region. Basically, the difference in 
the degree of capital attraction is intrinsic in the division of expendi- 
tures into flood control and navigation development. Flood control 
expenditures, it appears, have as their goal the protection of existing 
wealth and, in so far as new capital accumulation does occur in flood- 
protected areas, it is not prima facie evidence that this development 
would not have otherwise taken place. The concept of protecting the 
already existing does not, however, appear to be present in the case 
of navigation improvements. Rather, the stimulation of trade and the 
provision of cheap transportation furnish the goal in this case. Also, 


34. William H. Nicholls, Southern Tradition and Regional Progress (Chapel 
Hill: University of North Carolina Press, 1960), pp. 164~76. 
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because the receipt of Federal appropriation often bears the require- 
ment that local interests construct new terminals, warehouses, and 
other facilities, this basic investment in navigation projects appears to 
possess a greater propensity to stimulate additional growth than does 
flood-control activity. 

Finally, it should be pointed out that, because of the ineffectiveness 
of the present benefit-cost ratio technique in eliminating unproductive 
projects, the disproportionate allocation of funds between states and 
especially between the South and the rest of the nation which was 
noted earlier must be a result of forces other than economic efficiency. 
The list of prime candidates, it appears, must include both the concept 
of regional income equalization and the force of simple political 
manipulation. To ignore, because of their nebulous character, either 
or both of these forces as determinants of allocation would constitute 
a gross oversimplification of the allocative process.*® 

35. See Robert de Roos and Arthur A. Maass, “The Lobby That Can’t Be 
Licked,” Harper's, August, 1949, p. 25; Arthur A. Maass, Muddy Waters (Cam- 


bridge: Harvard University Press, 1951); and Paul H. Douglas, Economy in the 
National Government (Chicago: University of Chicago Press, 1952). 


XIV 


Rates of Return on Municipal 
Subsidies to Industry* 


By James R. Rinehart 


Persistent regional un- and underemployment problems have 
been a constant threat to the growth of the overall national prosperity 
for many years. The character and extent of these problems range 
from open unemployment in the various coal and textile regions of 
the United States to a state of disguised unemployment, such as now 
exists on Southern farms. 

Most communities with persistent un- and underemployment prob- 
lems are reluctant to accept their predicament. Convinced that in- 
dustrial development is the answer, many of these localities are form- 
ing industrial development committees and organizations with the 
purpose of attracting industry to their particular communities. Sub- 
sidies have become a common method employed by such localities in 
securing industrial development. 

Opinions, however, vary widely as to what the procedure for 
attracting industry should be. Some areas merely advertise their cities 
and counties as desirable industrial location sites in manifold papers 
and brochures, providing any industrial prospect easy access to data 
and other information of the local area. Many localities go further 
and, in addition to the above, offer loans at little or no interest to the 
industrial prospect for the construction of a new plant; install parking 
lots and driveways; and allow city and county tax exemptions for 

* This article is reprinted from The Southern Economic Journal, April 1963 


(© 1963, Southern Economic Association). The writer is indebted to James M. 
Buchanan and John E. Moes for worthwhile remarks and suggestions. 
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periods of five to ten years. Other communities go a step beyond this 
and offer industrial prospects more direct and substantial forms of 
subsidies such as cash outlays, free sites on which to construct new 
buildings, and free buildings and equipment. There are variations, 
of course, and municipalities can be found which offer none, one, all 
of these inducements, or any combination thereof to any of its indus- 
trial prospects. Consequently, financial assistance rendered to in- 
dustries by localities for purposes of industrial development varies 
from subsidies of little cost to those of relatively high cost. 

Because of considerable opposition to the practice of granting these 
financial concessions to new industrial enterprises, based fundamentally 
on the premise that subsidizing localities usually experience undesira- 
ble monetary results, a case study approach to the problem was under- 
taken. In each instance the cost incurred in securing the establish- 
ment of the industrial plant and the income benefits received as a 
consequence were measured. Ten currently existing communities 
were studied, several of these localities having subsidized as many as 
five plants in recent years.! In each case the aggregate quantity of the 
subsidy investment was procured and was discounted to present worth. 
Similarly, the income benefits (i.e., incremental income arising from 
the plant payroll itself and the income multiplier effect) were esti- 
mated and also discounted back to present worth. Placing the per- 
petual annual value of the income benefits over the capitalized cost 
of the subsidy yields the per annum rate of return received on the sub- 
sidy investment. This rate of return is expressed in percentage terms. 
Using this procedure for each of the subsidy endeavors executed by 
the ten selected communities, the financial success of each subsidy 
project was determined.” 

Such calculations would provide some grounds for evaluating the 
merit of locating subsidized plants. Without such empirical estima- 
tion, statements regarding results that may be obtained by subsidiza- 


1. Because of the confidential nature of information relative to subsidies and 
payrolls, the names of the communities and the industrial firms involved are 
withheld. 

2.This approach assumes that the subsidies are given for the purpose of 
increasing community incomes and that the increments in local income attributa- 
ble to a new industry locating in the community because of subsidies represent the 
returns on the capitalized value of the subsidies themselves. Moreover, it should 
be emphasized that the rates of return resulting from the augmented local income 
stream are returns on “community” investment, treated as a unit, and because of 
individual disparities with respect to subsidy costs and income gains, “private” 
rates of return may not coincide. 
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tion amount to little more than partisan assertions by adversaries and 
proponents of this type of action.’ 

This study has been confined to the South, where subsidization at 
the local level has been widely practiced in recent years. Upon re- 
quest, most Southern states furnished essential data pertaining to the 
industrial activities of many of the political subdivisions. On the 
basis of this information, the cities and communities presented in this 
report were selected. These localities were known to have engaged 
in some form of subsidization aimed at industrial development. Com- 
munities considered successful in industrial development have been 
included as well as communities thought to be unsuccessful (i.e., lo- 
calities with subsidized plants which ceased production shortly after 
locating in the area and those which subsequently required additional 
financial assistance). Because for each of these communities a detailed 
analysis was required of the subsidies extended to each plant, the pay- 
rolls of each firm, the shifts in employment due to the locating of the 
newly subsidized plant, and the income multiplier effects, it appeared 
desirable to confine the study areas to towns and localities under ten 
thousand population. Moreover, subsidized plants locating in the 
selected areas prior to 1950 were usually not considered. It was felt 
that since most of the data on which this work is based could be 
obtained only through direct conversations with the people involved 
in the transactions, accurate information on subsidies extended earlier 
than a decade ago would be difficult to acquire. In any event, in 
many of the case studies, subsidization policy is of quite recent origin. 

The significance of this work rests primarily upon information and 
material procured on personal visits to the selected areas of study. 
Most of the data were acquired from conversations with industrial 
development engineers, Chamber of Commerce and industrial com- 
mittee managers, store owners and managers, local citizens, and state 
employment security officials. The remainder of the material was 
gathered from city, Chamber of Commerce, and industrial develop- 
ment corporation records, brochures and pamphlets; and state security 
employment records. Whenever possible, these data were checked 
against available records from newspapers and from official reports 


3.1 realize that all industrial firms may not be motivated by subsidies, as they 
currently exist, and in so far as the firms considered in this report located in the 
communities as a result of other factors, these rates of return are not meaningful, 
However, it is clear that subsidies can and do affect industrial locations in many 
instances, and that any community desiring new industrial capacity can acquire 
the same by providing adequate financial aid. 
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issued by the United States Department of Commerce and the Bureau 
of the Census. Additionally, several local people in each selected com- 
munity were asked the same questions so that their answers could be 
checked against one another for the sake of accuracy. 


The Nature of Subsidies Provided on the Local Level 


The term “subsidization of industry,” as used in this study, 
includes financial concessions extended an industrial enterprise by a 
community in order to secure its establishment and not fully paid for 
by that firm. Such financial aid may be in the form of direct outlays 
(e.g., cash) and foregone income (e.g., tax-exemptions) or in connec- 
tion with the accepting of elements of risk (e.g., providing credit at 
interest rates below the market rate ).* 


Benefits Resulting From Subsidized Industrial Development 


In this report benefits are classified in two divisions: (1) that 
part of the factory payroll which represents a new addition to com- 
munity income and (2) the local multiplier effect.® 

The most obvious gain emanating from the establishment of a new 
industrial enterprise is the plant payroll. With the disbursement of a 
new industrial payroll within the locality, total community income is 


4, This approach does not include expenditures incurred in the construction 
of playgrounds, in the improvement of garbage collection, etc., which are done 
as a general measure, even before considering a specific firm, for the purpose of 
encouraging the location of new industrial enterprises. 

5. These benefits will be treated wholly in terms of enhanced local incomes. 
Any non-pecuniary utilities (as well as disutilities) resulting from the location of 
an industrial firm will be excluded from consideration in this study, principally 
because of the complexities or impossibilities involved in making reliable measure- 
ments of such intangible elements. 

It has been argued that no meaningful rates of retum can be computed 
unless the sacrifice of leisure experienced by the people accepting the new 
factory jobs is taken into account as a cost. First of all, this is impossible quantita- 
tively. Second, it is not at all clear that in the case of involuntary un- and under- 
employment, becoming occupied necessarily results in a sacrifice. It may be that 
many individuals live to work rather than work to live. In this event, becoming 
occupied may actually be considered as additional gain in itself rather than an 
offsctting disutility factor. Moreover, even if there are disutilities caused by 
foregone leisure, which do represent a cost, other non-pecuniary utility gains exist 
(e.g., increased recreational facilities attracted to the locality because of higher 
local incomes, more jobs at homc which permit relatives to remain in or return 
to the locality rather than being forced to live in another undesirable community 
or commuting everyday to such a locality to work, etc.). To a considerable 
extent, one counterbalances the other. Consequcntly, computing rates of return 
on industrial subsidization solely in terms of money income seems to be quite 
appropriate. 
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directly increased. However, it must not be presumed that the entire 
payroll represents a net addition to local income. For the payroll only 
produces an initial increment in the aggregate income of the locality 
by an amount commensurate to the sum of wages disbursed by the 
plant minus the total income lost as a result. For example, part of the 
payroll is lost to the community when individuals shift from lower- 
paying occupations to higher-paying ones (the lower-paying jobs 
being subsequently eliminated), or when individuals commute from 
foreign communities to the subsidizing community in order to accept 
one of the newly created jobs. How much of the factory payroll repre- 
sents a net addition to local income depends upon the amount of in- 
come ultimately lost to the community as changes in occupations 
occur.§ 

The second pecuniary gain considered in this report is the multi- 
plier effect. Most industrial firms sought by means of subsidization 
are export-oriented, i.e., they produce primarily for markets outside the 
area in which the plant is located. There are other enterprises in the 
locality that produce goods and services mainly for the local market. 
‘These may be termed non-industrial activities, and include such en- 
‘deavors as construction, retail trade, professional services (e.g., doc- 
tors, lawyers, and teachers), repair services, wholesale trade, finance 
and banking, insurance, real estate, rental services, local government, 
transportation, warehousing, utilities, communications, and other per- 
sonal and business services. With the location of a manufacturing 
concern (i.e., export-oriented industry), the factory payroll provides 
a net addition to community income. When this increment in local 
income is spent, the demands for goods and services provided by the 
local non-industrial businesses are directly increased, causing incomes 
and employment to rise in the latter. Thus a direct relationship exists 
between increased employment (payroll) resulting from the estab- 
lishment of a local export-oriented manufacturing concern and en- 
hanced employment (income) in the local non-industrial enterprises. 
The effect of a change in local export-oriented industrial employment 
(and consequently payroll) upon community employment (and thus 
income) in the local non-industrial industries is termed the multiplier 
effect. The local multiplier is commonly looked at in this manner; 
however, for purposes of this study another important element is 
added. Frequently, the location of a subsidized industrial firm pro- 

6. For further comment on this point, refer to J. R. Rinehart, “Rates of 


Return on Municipal Subsidies to Industry” (Doctoral dissertation, University of 
Virginia, 1962). 1 
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ducing presumably for the export market will directly cause other in- 
dustries to locate in the area in order to supply productive inputs to 
the initial subsidized plant. For example, with the establishment of a 
broiler processing plant, local broiler output increases, chicken feed 
manufacturers open plants nearby, industrial concerns producing 
broiler-related equipment (e.g., automatic chicken feeders, incubators, 
and so forth) may move in, and numerous other income-producing en- 
deavors take form. Local income created by these related industries is 
considered as a benefit resulting from the establishment of the subsi- 
dized plant in the same way as income accruing indirectly through the 
disbursement of part of the payroll within the local community. Hence, 
the multiplier in this study refers to the annual local disbursement of 
payroll resulting from a subsidized industrial enterprise divided into 
the permanent increment in local income resulting from the location of 
the subsidized industry. 

In each selected community studied, an attempt was made to esti- 
mate the local multiplier, principally in terms of employment. The 
employment multiplier is a conservative approximation to the income 
multiplier. In that it is the intention of this author to weigh benefit 
estimates resulting from subsidization conservatively, and since local 
officials appear to be more familiar with variations in employment 
numbers than with changes in aggregate community incomes, an 
approach by means of the employment multiplier, as it relates to the 
case studies in question, was thought to offer a more reliable estimate. 


How Benefits Were Measured 


Getting accurate payroll figures was a rather simple task. 
Local industrial development corporations and employment security 
offices keep very close tab on factory employment and payrolls in their 
local areas. In every community this writer visited, these figures were 
made readily available. Procuring reliable statistics of income losses 
(explained above) and income multiplier effects, however, was far 
more difficult. 

In response to the author’s questions, local employment security 
officers presented estimates of income losses and income multiplier 
effects that resulted from the location of new industrial enterprise. 
The income loss was calculated by first ascertaining the original occu- 
pations of the persons filling the newly created jobs. Because local 
employment offices usually handle the screening procedures for hiring 
new employees, thus receiving personal information on each potential 
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employee, the former were familiar with these data. It was discov- 
ered that most of the new jobs were quickly taken by people from four 
major groups: (1) those who commute from outside the community 
in question, (2) those persons who live in the subsidizing community 
and who had previously commuted to localities outside the area to 
work, (3) those who were unemployed, and (4) those who came from 
underemployed positions on surrounding farms. The amount of sub- 
sidized payroll taken by the first two groups was, of course, considered 
an income loss and was subtracted from the total payroll.’ All of the 
income received by the unemployed workers was counted as a real 
income benefit, since no income was foregone as they moved into 
employed positions. As for the fourth group, income loss was ex- 
tremely low. It was discovered that most of the farmers remain on 
their farms after accepting factory employment. They work eight 
hours each day in the plant and keep their farms going concomitantly. 
In many cases, farm output expanded above that of previous times as 
farmers used factory payroll to acquire machinery, fertilizer, etc., thus 
making their farms more productive. 

Although the pervasive nature of the income multiplier makes any 
attempt to compute it difficult, this difficulty was held to a minimum 
by purposely selecting small communities for the study. In these small 
communities, local employment officials were able to make what they 
felt to be fairly reliable estimates of increased employment in the non- 
industrial endeavors and auxiliary industries caused by the newly dis- 
bursed factory payrolls. On the basis of these employment data, to- 
gether with wage and salary rates furnished by the local employment 
offices, estimates of the income multiplier were made. 

The most burdensome task of this study was the acquiring of re- 
liable estimates of the indirect effects resulting from the location of new 
industrial enterprise. Admittedly, these calculations are rough, but 
it should be stressed that the conclusions of this report do not hinge 
upon the income multiplier and the payroll loss appraisals. These 
elements are included primarily for the sake of completeness. The 
payroll is the important factor, and it is a known quantity in every 
case. Moreover, since the income multiplier and the payroll loss 
produce offsetting effects (K being positive and L negative),® one 
counterbalances the other. Even though the two forces may be 

7. To the extent that the persons in the second group earn more income at the 
subsidized plant than they did previously, that amount is not subtracted from the 


total payroll. 
8. See below for an explanation of K and L. 
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unequal, the net effect is insignificant. The income multiplier can be 
eliminated in every instance with no appreciable effect upon the rates 
of return derived in this study. 

It is significant to note that few actual data have been presented 
in the literature concerning income benefits and losses resulting from 
industrial subsidization, and this author feels that some data, even 
though less precise than one might desire, are better than none. 


Method of Computations 


Rates of return are computed in order to establish a means of 
judging between alternative investment opportunities: specifically, 
whether to use the funds in question in such a manner as to earn the 
market rate of interest on the one hand (say 6 percent),® or to invest 
the funds in industrial subsidization at a rate of return which is to be 
estimated in this study on the other. In other words, is it worthwhile 
in terms of monetary gains for communities to subsidize the location of 
industrial firms? 

For this study, a per annum rate of return (expressed as a per- 
centage) is computed for each subsidy investment. Such a rate-of- 
return estimate serves as an indicator of the profitableness of the 
investment and permits direct comparisons of the rates of return 


9. Since these resources employed in subsidizing industry have alternative uses, 
the returns on the alternative uses are the costs of employing the funds in 
industrial subsidization. Most of the subsidies extended new enterprise are paid 
for by the local taxpayer via the local government. Hence, the social cost of 
subsidizing such an industry is the rate of return foregone on the subsidy funds 
given up by the taxpayer. 

Krutilla and Eckstein estimated the social cost of capital raised by the federal 
government through taxation and used in water resource development. Through 
an elaborate statistical procedure they were able to provide an estimate intended 
to reflect the social cost of the capital raised. Social cost of capital was defined 
in terms of the opportunities foregone in the private sector of the economy, 
either because of curtailed investment or because of curtailed consumption. Their 
estimate of the opportunity cost of raising capital in this manner was between 
5 and 6 percent. See Krutilla and Eckstein, Multiple Purpose River Develop- 
ment (Baltimore: The Johns Hopkins Press, 1958). 

Although not on a national level, our problem is essentially the same. In the 
first place, subsidizing industry is looked upon as an investment, as previously 
pointed out, just as federal funds used for water resource development are viewed 
as investments. Secondly, in that the paying for water resource development is 
done through the taxing apparatus of the federal government, the bulk of local 
subsidization is financed by money procured through local taxing powers. There- 
fore, it is the opinion of this writer that the two cases are similar enough to 
warrant the use of the same rate of interest as derived by Krutilla and Eckstein 
as the social cost of raising capital via local taxation for purposes of industrial 
subsidization. An interest rate of 6 percent is employed in this study for dis- 
counting purposes. 
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received on community industrial subsidization with rates of return 
acquired on alternative investment endeavors. 

In order to determine an annual rate of return on any particular 
subsidy investment, the annual income benefits resulting from the 
investment must be divided by the present value of the investment. 
The following formula is utilized for this purpose:?° 


In this formula the numerator expresses the annual income gain 
resulting from the subsidy, in which K denotes the local income multi- 
plier, P refers to the annual payroll accruing to the community from 
the subsidized plant, S, represents the annual value of the subsidy, 
which is presumed to be paid to outsiders,!! and L signifies the income 
lost to the community as workers vacate permanently lower-paying 
occupations in exchange for higher-paying ones created by the advent 
of the subsidized plant. The letter L also denotes income lost in an- 
other sense, i.e., when individuals who live outside the subsidizing 
community accept some of the factory jobs and when local citizens 
forego commuting jobs for subsidized plant positions at home. The 
denominator S, is the capitalized value of the subsidy, i.e., the present 
value of the investment. The end result of this formula multiplied by 
one hundred yields the annual rate of return on the capitalized value 
of the subsidy (investment) in percentage form. 

The data collected from the selected communities can be fitted into 
this formula in every case for a rather accurate estimate of the rate 
of return. Only one slight complication, which is fundamentally 
methodological, occurs. Unlike the hypothetical example above, most 

10. John E. Moes develops this formulation in a recent work that explores the 
feasibility of making use of industrial subsidization on the local level as a means 
of mitigating un- and underemployment in labor surplus regions. See John E. 
Moes, Local Subsidies for Industry (Chapel Hill: The University of North Caro- 
lina Press, 1962). 

ll. This factor enters into the formula only in that the actual paying out of 
the subsidy to the “foreign” industrial enterprise produces a negative multiplier 
effect, which must be accounted for in order to get a true estimate of the income 
benefit. This is the first S,, which is included inside the brackets and multiplied 
by the income multiplier. Without the second S, the formula represents a net 
rate-of-return concept, i.e., a rate of return on investment over and above the 
market rate. By adding in again the S, (not affected by the multiplier), only 
the negative multiplier impact of the annual subsidy payment is taken into ac- 
count, that being the difference between the aggregate amount of the first S, and 


the second S, (the first S, is the larger of the two in that it is multiplied by the in- 
come ‘multiplier whereas the second is not). 
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subsidizing communities extend subsidies to industrial firms through 
numerous means, in varying amounts, and over different time periods. 
Moreover, the ensuing income streams vary greatly from year to year, 
sometimes with a cutoff date at the end of one year, sometimes at the 
end of five years, ten years, etc., even to perpetuity in others, the pay- 
roll and subsidy figures cannot be substituted directly into the formula. 
The non-constant and non-infinite income flows must first be converted 
into constant perpetual flows before substituting in the formula can be 
executed. A hypothetical example may suffice to elucidate this issue. 

Suppose that a community extends a subsidy to an industrial firm 
in three separate annual installments, $100 at the beginning. of the first 
year, $150 at the beginning of the second year, and $200 at the start of 
the third year. The income benefits resulting from the subsidized 
plant are constant at $500 annually for five years ($500 at the end of 
the first year, $500 at the end of the second year, and so forth), then 
the payroll ceases entirely. It is supposed that none of the payroll is 
lost to the community and that the income multiplier is 1.2. What is 
the rate of return on this subsidy investment? 

Clearly, these figures cannot be placed directly in the formula to 
get an answer. Both the cost and benefit streams must be discounted 
to their present values by the market rate of interest (6 percent). 
Both present values must be spread out (again using a 6 percent rate 
of interest) in perpetual annual streams, which are equivalent in value 
to the present values of the actual respective benefit and cost streams. 
Discounting at a 6 percent rate of interest, the three subsidy pay- 
ments ($100, $150, and $200) represent a present worth of $420. At 
the same interest rate, the present value of the income stream ($500 
annually for five years) is $2,108. The $420 present value of the actual 
subsidy stream is equivalent to a perpetual annual flow of $25. Like- 
wise, the $2,108 figure represents a $126 perpetual annual flow. Now, 
the rate of return may be computed by substituting in our formula. 
The rate of return in this case is 29 percent per annum. 


_ KUP=D)~S1 +80 soy = 1:2 [(8126 - 0) — $25] + $25 
= S. $420 
For each subsidized firm, rates of return are computed under three 


different circumstances. The first method of calculation (hereafter 
referred to as Case I), and the more realistic one,!* considers the pay- 


100 


12. It is argued in this study that this appears to be a reasonable assumption, 
especially in those instances where the industrial building belongs to the munici- 
pality or to a local development corporation. Another occupant may be easily 
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roll resulting from the subsidized firm as a perpetual income stream. 
The amount of subsidy involved is the capitalized value of the total 
subsidization promised the enterprise. The second type of rate-of- 
return estimation (hereafter denoted as Case II) is based on the sup- 
position that the firm ceases immediately to operate in the community 
(to be specific, at the end of 1961).!8 . Rates of return are estimated 
using as the income benefit only the payroll disbursed in the commu- 
nity while the subsidized firm was there. Since many of the subsidies 
(e.g., tax subsidies, utility concessions, and risk subsidies) are actually 
paid to the firm over a number of years rather than in a lump-sum, the 
subsidized industrial enterprise leaving the community within a few 
years of becoming established does not collect the entire promised 
financial inducement. Consequently, the capitalized value of the 
subsidy received by the firm in this case is apt to be less than in Case I. 
The third case (hereafter specified as Case III) involves “the worst of 
all possible worlds.” Again the firm is assumed to leave the commu- 
nity at the end of 1961. Only payroll paid to the locality during the 
firm’s stay is relevant. In this case, the amount of subsidy incurred is 
frequently higher than the amount of subsidy actually promised the 
firm. For example, when a community constructs an industrial build- 
ing for a newly locating firm under the conditions that the latter re- 
pays the cost of the project, exclusive of interest charges, a subsidy 
exists only in accordance with the amount of interest foregone. How- 
ever, if the firm leaves and the community is unable to lease or sell 
the building, the actual cost incurred in locating this firm rises above 
that expected, since the community would be forced to pay for the 
building. The chance of this happening is remote, but calculating 
rates of return on the basis of such an assumption can be meaningful 
in that something can be said as to the profitableness of the subsidiza- 
tion endeavor under the most unfavorable circumstances. If the rates 
of return are positive in Case III, it may be maintained with certain 
assurance that industrial subsidization by individual localities is over- 


whelmingly profitable. 


encouraged to move into the building, often on the remainder of the subsidy not 
collected by the vacating firm. Nevertheless, the author does realize that the 
possibility exists that upon the departure of a subsidized firm the community in 
question may be unable to locate successfully another industrial firm without 
further subsidization. In this event, only payroll disbursed while the subsidized 
firm was producing locally can be considered as an income benefit arising from 
the initial subsidization. This leads us to the additional computations of rates 
of return on industrial subsidization as delineated below. 
13. These data were gathered in 1961. 


Table 1* 


Annual Income Benefit Resulting 


Capitalized Cost of Subsidies from the subsidized plant, i.e., Annual Rate of Return 
Extended (in Dollars) K[(P — L) — Sa] + Se (Percent) 
Industrial Firm CaseI® Case II> Case III° Case I Case II> Case III° Case I Case IIb Case IIIs 
Firm A $346,548 $268,912 $553,042 $852,371 $412,095 $409,368 246 153 74 
Firm B 129,906 68 ,059 216 ,097 404 ,097 121,144 119,723 311 178 55 
Firm C 127,698 46 ,302 295,991 713 ,334 78 , 282 75,885 559 169 26 
Firm D 28 ,647 20 ,698 54,740 431,297 205 , 267 205,149 1,506 992 375 
Firm E 276,199 124 ,098 430,809 499,140 123 , 222 121 ,382 181 99 28 
Firm G 105,781 38 , 136 142,599 91,651 26,517 25,891 87 70 18 
Firm H 81,618 30,563 180 ,802 179 , 282 58 , 247 57 ,344 220 191 32 
Firm I 49,361 24,563 100 ,694 508 ,375 163 ,419 163 ,012 1,030 665 162 
Firm J 47,079 27 ,365 105,071 313,305 103 , 960 103 ,493 665 380 99 
Firm K 153 ,088 33 , 533 173 , 204 739 ,475 153 , 950 152,274 483 459 88 
Firm M 178 ,858 43 , 638 299,658 1,715,269 353 , 496 338 ,135 959 810 113 
Firm O 136 , 861 31,522 286 ,700 190,894 48 388 40 ,733 139 154 14 
Firm P 138 ,627 83,444 416,454 462 ,736 74 ,023 69,425 334 221 17 
Firm Q 7,990 1,209 45,990 109 ,728 12,085 11,548 1,373 1,000 25 
Firm R 60 , 502 39, 276 133 ,742 675,260 290 , 232 289 ,325 1,116 739 216 
Firm § 188 , 255 53 ,673 440 , 963 970,217 241,527 227 , 584 515 450 52 
Firm T 7,721 5,921 58 , 638 632,729 212,849 212,532 8,195 3,595 362 
Firm V 147 ,990 - 333 , 704 699 ,720 - 237 ,400 473 - 71 
Firm W 65,948 - 112,429 224 , 209 — 23 ,413 340 - 21 
Firm X 110,027 - 233 , 971 475,320 - 35,331 432 - 15 
Firm Y 3,955 - 5,893 209 , 320 — 42,814 5,293 - 727 
Firm Z 150,978 - 263,654 1,015,822 _ 62,019 673 - 24 


*It should be emphasized that the data from which these figures were derived were taken from actual, existing communi- 
ties, which had subsidized the industrial firms in question. Hence, for reasons already indicated, the names of both the munici- 
palities and the industrial firms are not listed. 

aRates of return on industrial subsidization assuming that the subsidization assures a perpetual annual payroll. 

b Rates of return on industrial subsidization assuming that all subsidized plants close at the end of 1961. 

¢ Rates of return on industrial subsidization assuming that all subsidized plants close at the end of 1961, 
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The Rates of Return Presented 


Twenty-two firms, located in ten different localities, were 
analyzed. Appropriate computations in deriving the capitalized cost 
of subsidies extended each plant, acquisition of the annual income 
benefits resulting from each subsidized plant, and procurement of the 
estimated per annum rate of return acquired by each community on 
all twenty-two subsidized endeavors under Case I, Case II, and Case 
III conditions were realized. (See Table 1.) On the basis of these 
data it was discovered that in every case the rate of return on the sub- 
sidy investment was well above the 6 percent per annum rate of return 
acquired on alternative investment projects. On the supposition that 
the subsidized payroll is a perpetual stream (Case I), of the twenty- 
two firms subsidized by the ten selected communities the annual rates 
of retum ranged from a high of 8,195 percent to a low of 87 percent. 
(Again, refer to Table 1.) Four-fifths of the specified cases yielded 
rates of return in excess of 200 percent per annum, while one-fourth 
exceeded 1,000 percent per annum. 

Even under the more stringent assumptions of Case II, the rates 
of return were exceedingly high. In this instance, of the twenty-two 
subsidized firms the annual rates of return ranged from a high of 3,595 
percent to a low of 70 percent. 

Many location experts have argued vehemently that it is a mis- 
representation of the actual state of affairs to assume that the subsi- 
dized plant payroll is perpetual. On the contrary, so they argue, most 
subsidized plants are fly-by-night concerns, remaining in the commu- 
nity extending financial assistance only long enough to acquire the 
subsidy before departing for more profitable grounds. Advocates of 
this line of reasoning further conclude that localities practicing indus- 
trial subsidization are experiencing disastrous financial results. Evi- 
dénce presented in Table 1 of this paper does not bear out the validity 
of this argument. 

For each of the twenty-two subsidized firms considered in this 
study, the rate of return on the subsidy investment was computed on 
the assumption that the industrial plant leaves the community imme- 
diately. (This is Case III.) It was further assumed that each com- 
munity was unable to secure the establishment of another industrial 
firm without additional subsidization, that the entire capitalized value 
of the subsidy was lost to the community, and that the income benefits 
were to cease immediately. Slightly less than half of the twenty-two 
firms had been in their new locations less than four years, with five of 
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these having been established from only one to two years. Therefore, 
by assuming that these subsidized plants leave the locality immediate- 
ly, they are actually being characterized as “fly-by-night concerns.”!4 
Despite the harshness of these assumptions, however, the rates of 
returns were still found to be greater than the 6 percent alternative rate 
of return. Under Case III conditions, the annual rates of return ranged 
from a high of 727 percent to a low of 14 percent, still an extremely 
profitable investment. (See Table 1.) In this instance, slightly less 
than three-fourths of the subsidized projects manifested an annual rate 
of return in excess of 25 percent. 

The fundamental conclusions of this report may be briefly sum- 
marized as follows: 


(1) With respect to the twenty-two subsidized firms considered 
in this study, the ten selected communities in every case experienced 
rates of return on the subsidies extended significantly above the 6 per- 
cent alternative rate of return assumed to be acquirable by the com- 
munities on alternative uses of the subsidy funds. 

(2) Even on the basis of the assumption that subsidized firms are 
fly-by-night concerns (which is not even near the actual truth of the 
matter), under the present system of local subsidization, industrial 
subsidy investments are still extremely profitable. 


A Final Comment 


Chaotic pockets of poverty are evident in many regions of the 

United States, especially in the South. Such localities are relentlessly 
attempting to combat such economic degradation through well-or- 
ganized industrial development programs. Commonly, these pro- 
grams make liberal use of financial subsidies as a means of inducing 
industrial firms to locate in specified communities. On the basis of 
the data contained in this report, it is evident that many localized 
surplus labor problems have been alleviated through the use of in- 
dustrial subsidies, thus providing substantial rates of return in excess 
of returns acquirable on alternative investment endeavors. However, 
it should be stated that the conclusions of this report are independent 
14. It should be kept in mind that these rate-of-return estimates are true only 

in those instances where the “worst of all possible worlds” is assumed to exist. 
Actually, the rates of return would be higher almost consistently even if the 
subsidized plant did leave permanently, because the bulk of these subsidies are 
paid to the firm only over a long period of time. Should the firm leave after op- 
erating in the locality for a short while, most of the subsidy is yet to be paid. 


This depicts the Case II situation. As indicated above, Case II rates of return 
are only slightly below rates of return in Case I. 
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of a general acceptance of competitive subsidization of industry. There 
are objections to industrial subsidization that must be adequately 
treated before complete acceptance of the thesis can be realized. This 
study is strictly concerned with the profitability of industrial subsidiza- 
tion from the point of view of the local community. Moreover, it 
should be re-emphasized that these rates of return are relevant only 
in those cases where the subsidy actually caused the industrial firm 
to locate in the subsidizing community.® 

It is the sincere hope of this author that the findings of this study 
will instigate further research and inquiry into the relationships that 
exist between local industrial subsidization and ensuing enhancements 
of industrial payroll. In light of such irritating and perplexing events 
as economic losses resulting from widespread un- and underemploy- 
ment, disutilities yielded by non-desired migration of people from un- 
and underemployed areas, and disadvantages of centralized industrial 
capacity in the case of military conflict, surely the pros and cons of 
local industrial subsidization should be afforded thorough considera- 
tion by future examiners in this area. 


15. Refer once again to footnote 3 above. 
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